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TH CHAIRMAN: Yes, Mr. Ray. 
Re RAY: When the Commission rose 


last evening I was discussing the performance cf the 
competitive system and particularly the earnings der- 
ived from that operation and I had pointed out that 
there were three major earners from the industry and 
several of less incidental importance, the investors, 
the wage earners or employees and the Government, the 
Government earnings being derived primarily from taxes 
imposed. | 

Now we were discussing the 
question cof the revenue derived in the Province of 
Alberta from the industry'’s operations here and if you 
refer to pages 10,242 and 10,245 of the transcript you 
will find that wé submit these facts---~ 
MRe FRAWLEY: Have you the volume? 
Re RAY: I do not have the volume 
Die OuUrnG tO be, L will get that=<-- 
Re FRAWLEY: Tf you will tell me the 
page I will give you the volume, what is the page? 
MR» RAY: 10,242 and 3. 
MR. FRAWLEY: It will be in volume 90, 
Mr. Chairman. 
wRe RAY: Wow this is what appears 


on the pages: 


Texas Canada is advised that 


the total revenue received by the Albexta Provincial 


Government in 1938 from all sources was twenty-four million; 
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Ge this umount taxes collected from all sources amounted 
to a little more than eight and a half million; taxes 
therefcre accounted for 46% of the total revenue; other 
sources of revenue to make up the total revenue re= 
ceived were licenses, about 9%, Dominion Subsidies, 
fees, fines and penalties, liquor profits and the like. 

Texas Canada is alse ad= 
vised that the following, among other items, were in- 
volved in total revenue: 
Corporation Taxes in excess of a million dollars; 
Railway Taxes, approximately a half a million dollars; 
Amusement Taxes, 150 thousand dellars; these are 
round figures; Pari Mutuals, 26 thousand dollars; 
Income Taxes 1.190 thousand dollars. 

Royalties from Turner 
Valley production and other production in Southern 
Alberta, 329 thousand; Petroleum lease rentals and fees, 
459 thousand; or from producing operations approximately 
three-quarters of a million. 

The gasoline and fuel tax 
for the yoor 1938, the oalendar year, yielded almost 
& million dollars; automobile licenses, including pleasure 
gars, trucks, drivers' licenses and chauffeur licenses 
yielded almost 2 million. 

It is to be note from this 
that the Province derived from oil royalties and lease 
rentals, gasoline and fuel tax and automobile licenses a 


total of four and a half million or more than one~half 
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of its total tax revenue, directly frem the operations 
of the industry. 

iire Macleod tells me that 
a good portion of the license revenue comes from the 
petrolcwm industry likewise. 

Now if you will refer to 
Exhibit "644", "Petroleum Facts and Figures" published 
by the American Petroleum Institute at pages 117 and 
1ollowing. 
T HE OC HA IRAN: What Exhitit number. Would 
you give me that again please. 
Re RAY: Exhibit "644", page 117 and 
following, you will get the story of taxes imposed upon 
the industry in the United States and of the information 
contained in that volume I want to direct your attention 
particularly to the statistical data which appears at 
page 128. 

The upshot of that data is 
that in the United States one-fourth of all State tax: 
receipts came from gasuline taxes, gasoline taxes alone, 


in the United States. 


T am going to return to tke 


subject of taxation in a few nonents bub L welt +e DPinisk 


my summation in respect to the earnings, sir, and it is 
perfectly obvious that the Government is the biggest 


earner, by far the biggest earner, from petroleum opere 


ations.» 
No implication is intended 
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that Company earnings have been maintained in fair 
weather and foul. The petroleum industry, like every 
Other industry, has been affected by economic dis- 
locationse For example, it was shaken to its very 
foundations by the world-wide depression inaugurated 
in 1929 ana by the bverproduction ih the great Habt 
fexas field and elsewhere in 1950-1935 compelled by 
the rules of law then in force. However, even during 
that discouraging period, Texas, while it was coms 
pelled to reduce wages, later restored and thereafter 
increased, and dividends to some extent, nevertheless 
maintained wages at levels relatively ueues tham in 
Other industries and an unbroken dividend record. In 
every year since the organization of its predecessor 
company in 1901 to the present day, Texas has paid 
dividends. AS a consequence of this record, Texas has 
never had diffisulty in getting capital for its bus- 
iness purposes. 

Now to summarize the pere- 
formance ot factors as they apply to the industry; 

First: we find that the 
industry has found and is and has produced and is aan-~ 
ufacturing petroleum and petroleum products necessary to 
meet a rapidly inoreasing demand. 

Second: the competitive. —~ 
system, particularly in the petroleum industry, has 


effected a constant downward trend in the prices of 


petroleum products. 
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Third: Gasoline price 
indices have compared favorably with the indices of 
the cost of living and the items involved therein. 

Fourth: Consumption has 
been expanded. More and more people have been able to 
utilize petroleum products in constantly increasing 
amount Se 

Fifth: Techniques have 
been constantly improved and are continuing in that 
direction. Products have been improved in quality and 
performance. 

Sixth: The mass techniques 
have been adopted wherever possible. 

Seventh: Waste, through 
improved technology and co-ordination and integration 
of operation, has been greatly lessened. 

Kighth: While taxes have 
constantly increased, the trend of the jurisdictional 


costs have been downward. 


Ninth The earnings of 
the industry have been modest and in fact have been 
far less than the taxes imposed upon the industrial ops 
erations. Harnings, however, have been sufficient so 
far to attract capital when needed. 

| Tenth: It is common know- 
ledge that the wages paid by the petroleum industry are 
among the highest paid by anyindustry in North America... 


Furthermore, as wages have increased, hours of labor 


a Te o 
aes a rics | 
_ : 
1 en . 7 re ial | 
— +e 
: I 7 _ 
* 
7 y 
Au 
a 
on 
rd ‘ 
: ia tar 
je 


ang, ast igeey slat | 


} 7 3 q : , 
ni to apd bet ce aitiw: vidgsqvet be: Legh OS ovat 899) 
| sad oat Aavloviel aged ate inte, patel ‘ha. teoR 
ant aad damn 3 feo, ue ier My 
' oe add @ tro rad at Tos] den bes wei f sepia, 
| | Midgaetoal Tl (astmee OL Radon kotg we sks “tay aie 
ae 4a phade or she an oe 
; oe it a: mi wage SRS ¢ bats hie Lar 
q ” | i | bay Bee Bode 8p ah ed BOERS Jah eA Owe oe a a ¢ 


(ee Reais et erty cart ae am ct op fidfaciba, 


' 
KR ; ' 4 


ae ee 4 , 4 ‘ 
HY est : b Ko OS eee aed 


Day sine Hi ioticanig ahh SARE OM eC oeater of dae oven i 
wives aaa sadpoores  - ai ane 
is eu ks Y if ea |) eB Sie Sh Mea Ry" boos oF mo Pb ks ~ 


™ rs rea toe . a e { Fi <j ; : 
Abbey \ ees Bai a hs oe f a a wt ei aay ee Ee ie ee Lo ae reat _ baw 


' 


; < re 3 dale 
Ib ite RE ht cree nieve on a Xa wails Lest, ‘a aes antl ‘Soe skese tt ae 


eR aR ¢ f Pik x Hh is oa wt hi ie aS ae ‘Gh 
“ab ¢ + 


é te | Fes ; Oe aa 


Pawn eae peti « Mah ds” 2 Paine 
ROE TD Nea, a 1 hese end bee vetngt ae 


i e ‘ | at ak 
“AAS WE, wea: Re we soatt 


{ is Dey "gis en AD ae » it ‘ Mal 


aved ‘ons Powe t ria’ ks. suis s ton 
ian ie Ente, 


eae one aden ti wah a ipa vue CH is at agen A es 


i et Ohl tee ; 
‘ne | ) ti Prscntrtte | nO00 ar eels avawel sc Re Ba 
it . Ps ry ; i , rs ba , P ma 5 | “4 ‘ : rh 


PS) er i ae fe iliq <hiset cay cetera tana 
as wh a ae veer we a 


5 é 
‘ oe MA ‘ aes . 
ney, ee ded ; BSE a 4s i« my 4 


i peer ipee ‘eesti ny eH Lathe « piney 


George We kay : 


CL 
6 


» 16,081 + 


have decreased. Nevertheless, in recent years, pay- 
rolls have been mach less than total taxes. 

Eleventh: The inanetey 
has faithfully served its customers by making avail+ 
able to them improved products at decreased priceses 
It would have done better in this regard had not 
governne nt heen by imposing drastic taxes. 

Twelfth: “overnne nts, 
because of constantly increasing taxes, have been the 
chief beneficiaries from the operation of the industry. 
In fact, taxes have been substantially too highe Bee 
cause of excessive taxes, the industry has been unable 
to sell its products at prices sufficiently low to 
make the products available to the poorest of the 
people, although its market is composed largely of low-= 


income consumers. 


Thirteenth: This perform- 
ance has beem accomplished without government subsidy 
in any form. By ‘combining this performance with some 
of the other facts above recited, the results below 
stated are obtained. 

Now I said in commencing 
my argument that we would engage a bit in a mathematical 
process and I have been trying to put before you certain 
facts more or less isoleted in character but now I think 
we can start to do a little adding and show briefly pre- 


cisely what this overall picture is and it comes to this. 
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Significant price facts 
are these: 


First; The pressures 
created by competition in the past have caused and 
now Cause(e) constantly decreasing prices for (b}) con 
stantly improving producta ,c) at lower unit prices and 
(d) the creation and maintenance of a market composed 
largely of low-income ccnsumers. 

Second: The creation of a 
market composed largely of. Low-income consumers has 


created in turn a pressure on prices tn keep them as 


low as possible and has rendered the marketers of the 
petroleum products impotent to arbitrarily fix and 
thereafter maintain high, arbitrary and unreasonable 


prices, all factors considered. 


(Page 16,083 follows 
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Thirc, the level of prices is, in fact, made by the lowest 
priced seller of importance in the market. 

In view of the manner in which 
prices are made, profitableness in the industry has resulted 
and now results from the ability of the members of the 
industry, by cost reduction, to sell their products at the 
prices thus made at a moderate profit. 

members of the industry have 
been able to reduce costs by: 

1. A continuous program of inproved technology which among 
other things has led to constant improvement in the quality 
of goods sold in the market and the development of new 
products of increasing utility. 

2. The development and adoption of the mass techniques - 
mass production and mass distribution to meet mass démand. 

3. Yntegration of functions - finding and production of 
raw material, manufacturing of refined products, transportatior 
of both raw material and refined products, and marketing - 
where necessary with all of the benefits arising from 
coordination of operation. 

The general result of this 
kind of price performance has been that integrated, semi- 
integrated and non-integrated operators live side by side, 
each enjoying the benerits of this performance, and "scratching 
to do better. 

The industry's accomplishmm ts 
heve not *been*at-thesexpense of the investor, 4S he has 
received a fair return on his investment, at the expense of 
the employee as he is the highest paid wage earner in industry, 


at the expense of the consumer, as he buys petroleum products 
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at a price relatively cheaper than any other commodity or 
material, nor at the expense of the public, because the 
public has not been required to subsidize the industry's 
operations, rather has the industry subsidized government for 
the benefit of the whole people. 

Tt should Like to Wurm: fora 
moment our attention to the reasonableness of existing prices. 
Again I want to bring to your attention, at the expense of, 
perhaps, too much repitition, the importance of this per- 
formance in this story. 

Through its operations, 
the industry in the past has found the essential raw materials 
to manufacture a supoly of refined products to satisfy an ever 
increasing demand. It has adopted distribution methods which 
have anabled it conveniently to reach the consumer and which 
have permitted the consumer conveniently to obtain wanted 
commodities. It has engaged in a constant attack upon the 
problems with which it has be en confronted with the result 
that waste has been lessened, costs ard prices have been 
lowered, and moderate, capital-attracting earnings have been 
maintained. Its price making has not been arbitrary. Its 
price levels have resulted from economic forces operatim 
continuously in and among the markets in which petroleum 
products have been sold. Historically and economically, 
then, the industry's price performance, both in relation to the 
increasing number of peoplo who have been rendered able by 
that price performance to use petroleum products, and in 
relation to the prices of necessities of life, has been good. 

But what of present prices? 
Are factors involved in the price structure, as presently 


constituted, which could be disregarded or eliminated with a 
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consequent reduction of price? ‘The ee purposes /of.the 
industry, as has been plainly demonstrated by its histcrical 
performance, have been:and are (1) to enable as many people 
as possible to buy petroleum products, (2) to maintain 

fair ami reasonable wages to the employees, (3) to return 
a moderate pro7it to the investors, and (4) to contribute 

a fair share to the maintenance of government. Prices which 
have permitted this have been reasonable. 

If.we approach. the question fri 
the point of view of the person who is unable to buy gasoline 
what is the result? He is unable to buy because prices are 
higher than he can afford. He may think that prices are 
unreasonable and that prices should be established at a level 
which would make it possible for him to own an automobile 
and to buy the petroleum products necessary to operate it. 
But to do this would require that the investors who invest 
their capital in the industry, the employees who contribute 
their skill to its operation, the governments that obtain 
revenue through taxation, should forego their profits, a 
part of their wages and their taxes, respectively. It might 
even require that the industry operate at constant and 
continuing losses. The ui:timate of such a program would be 
universal oankruptcy. ‘The industry would disappear. There 
would be no petroleum products availabie for anybody. 

In.one direction, )and,only one. 
should there be any cut. Taxes are too high. 

What about reasonableness from 
the government point of view? Government should entertain 
the same purposes as industry. If these be the purposes of 
government, the historical and economic performance of the 


industry, as already demonstrated, meets an accusation of 
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G. W. Ray. 
unreasonableness of prices with an array of facts that refutes 
it in ail particulars save one.. While gasoline is and has bee 
one of the cheapest commodities available to the people of 
North america, its wice is substantially higher thanit 
would be if government did not exact from the motorist an 
excessive share of taxes. 

Wie stendeandore l iyi ne or a 
nation depends upon the buying power of the people con- 
stituting the population. Individual buying power is 
dependent first upon income received hy the individual and 
secondly upon the prices he must pay for the things he must 
buy. The petroleum industry has been able to contribute 
%© an inoreased standard of living in North America by 
(1) enabling the individuals interested in it (the investors 
and the employees) to receive sufficient income te enable 
them to buy the things they need and to live decenvly and in 
self-respect; and (2) so perfOrming its functions as to enable 
more and more people of moderate income to buy its constantly 
improved products at constantly decreasing prices. 

This has not always been an 
easy task: its tax liabilities have constantly increased. 

The impcsition of constantly 
increasing taxes upon practically all phases cf the industry's 
operations requires a consideration of twc gasoline prices, 
(1) the gasoline price including taxes, am (2) the gasoline 
price excluding taxes. 

THE CHAIRMAN: Mr. Ray, it seems a convenient 
point tn interrupt you and to ask, assuming that we accepted 
your view for the purpcses of recommendation, the view that 

taxes are tou high; assuming also that the amount of revenue 


sought by the Government is not more than is required to 
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perform the functions of Govérnment; have you any suggestion 
to make as to what other form of taxation or means of revenue 
should be put forward to take the place of any reduction 
recommended by us? 

MR. RAY: LOU GUuestiom “asretmer tome 

a little bit inconsistent with my thesis. sas I opened this 
discussion I stated that I thought one of the primary 
purposes of an [Investigation of this kine was to isolate 
fact from opinion. Now, I am not armed with the facts 
eoreecrThing your Alberta activities. I tried my best to get 
at it. It ma bea. a very difficult task. You see what a 
tremendous thing it is. I think people in Government----- 
THE CHAIRMAN: Just assume with me, Mr. Ray, 
for the moment, and for the purposes of our discussion only, 
that they are not seeking one dollar more than they rmeed. 
Uneronrie sources, of revenue is taxation on this industry. 
MR. RAY: That is right. 

THE CHAIRMAN: lisay if we accept the yilew 
which you put forward that the taxation on this industry 

18 such, or its consumers, it matters not, it is the industry 
and its consumers that are meeting it, and we also assume 
BLS “tao high. Then we, perhaps - I do not know that it 

is our duty but it is something to consider - shoul say 
“Now, you need that money it is true but do not take it out 
of this industry. Here isia sensible “way to get it. ™ 

Have you any suggestion? 

MR. RAY: IT am going to give an opinion 
and I want you to know that it is an opinion. It is not 
based upon actual knowledge of your Government operations 


here. It seems to me in taxation ycu have one fundamental 
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principle, that all people should contribute to the maintenanc: 
of government. That, it seems to me, is obvious. Another 
fundamental principle, it seems to me, is that the tax payers 
should, while all contribute, contribute azcording to their 
capacity to pay. Now, we get into the intricacies of lack 
of facts. But it has been suggested and I think it isa 
fairly sound suggesthon that instead of picking out one 
industry here and imposing a terrifically large sales tax 
Moot te Operation and taxing it in all other directions 

to boot, that we might reduce that one specific tax by making 
PaeGikind of-tax applicable to the sale of all goods. That 
ig one way. Now, there may be complications in that kind 
weve rceremme. here is another thing, I think, has been 
Ciscussed pro and con in this continent fa many years and 
that is the widening’ of the income tax base. That is 
another way. How much you can extract from the people in the 
lower bracket, additional tax, is always a very ticklish 
question and is something that usually our representatives 

in government do not like to consider. We have had that 
kind of a debate going on in the United States for a number 
of years. I personally believe that everybody, everybody 
Should share the responsibility of government, and as a 
consequence that everybody should share in raising revenue; 
and it also has a general benefit. Whem only a minority of 
Our people are taxed that minority seldom ever has a voice 
that is strong enough to cause governments to retrench 

when retrenchment is necessary, because the great majority 
Meeinot taxed at all. That is one of our difficulties in 

the United States, I think. Only a limited few are 
penerihati ne to the tax revenue and, as a consequence, 


when they howl about it we hear politicians saying "well---—- 
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MR. FRAWLEY: Economic royalists, they 
call them. 
MR. RAY: "Tf you do go on and shout 


you are the people who are doing the paying. But we are not 


going to pass part of your obligation along to those other 


people we have tried to exompt." it “isa Trenendousty) big 
question. 

THE CHATRMAN: D Web keeit aa 

MR. RAY: It seems to me that this 


situation is so definitely unfair, just singling out a group 
of people who themselves have no more capacity to pay than 

a great many of the othér people who are exempt. Itisa 
tremendous tax. 

THE CHAIRMAN: You say it is a sales tax 
imposed upon people, the majority of whom are in the low 
bracket scale? 

MR. RAY: The great majority of whom 

do mot have cnough income even to be required to file income 
tom revurns in this Province. , Now, these are the facts, 

and they are irrefutable facts. 

THE CHAIRMAN: eoow has your general sales tax 
worked out in your country? 

MR. RAY: In places where it has been 
applied it has usually been applied in emergencies to raise 
money, and quite a lot of money. Of course, you have an 
extremely difficult situation in a general tax of that kind, 
because there are so many people wro are tax collecting 
agencies and the government has not got enough tax collecting 


agencies, that you do find a certain amount of evasion. 
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But one of the difficult 
problems in the United Shaken, I do not know whether it 
has gotten here, when the gasoline taxes began to get so 
high, so that there began to be an evasion, the petroleum 
industry had to organize itself on a rather wide spread 
basis in the United States to stop that sort of thing or 
you can see what it would do to the economics. Here is 
a fellow who ip paying a 5¢ a gallon tax. They 
Should be remitting that but theywill not, I am not going 
te pay it, and he couldn't pay it and he cut his prices 
and wrecked the whole prise structure until ne doubt,-but 
we brought that to an end pretty much I think. I think 
with experience the general sales tax will work out. 

THE CHAIRMAN; 4 Are they in California now? 
MR. RAY: They are in lots of places. 
We have a general sales tax,in New York which was imposed 
for the raising of an emergency fund to take care of the 
unemployment situation. There are lots of them in the 
United States. I do not know where, but as you ride 
through the country on the train why you will find that 
the food you buy in the diner is taxed in a great mary 
States. They have that kind of tax in Missouri and in 
quite a number of States. 
MAEOR LIPSETT: way not this tax on gasoline, 
lire Ray, be a method. of broadening the basis of taxation in 
as much as it is paid by the people in the lower income 


tax bracket. 
WRe RAY; It is a method of broadening 


NPA Ma ds ee ee a a) 
is a on NUM Ya ah ii eg An 


F 
aah be ee ot 


tk 2808 2 geo ca aia # by th ah Role C a rae ei 


se 


a " F “gh awataoati is: Ree ay jee apnrd: #9... Bode e 
ee ) le a iy mfr bite ie cle ae 


SALE east, aut phe hae, id ae: he sR se Node 


’ : * gr 
ee hal , i ‘ Rs Msn! 


George We Ray 

2 Oo, = 
Ca ae 
Pe 


the basis. 
MAJOR LIPSETT: 


MR. RAY: 


Yes. 


Undoubtedly it broadens 


the basis to the extent that they are motorists. 


THE CHA IRMAN: 


If they are in the low 


bracket income clasr, are you not taxing them already. 


They all ought to bee You 


have one automobile for each eight people in this 


Province. 


Now I do not know how that applies to 


families but let us assume there are five people in each 


family, then right away you have three people who are 


escaping any of these broad taxes, and on the assumption 


that you have five people in each family and I do not 


think that that is true, I doubt if it ise---= 


THE CHATRWAN: 


You say one out of eight 


people in Alberta own an automobile. 


MR.» RAY: 

THE CHAIRMAN: 
MR. RAY: 

Mir. Chairman. 
THE CHAIRMAN: 
now. 
MR RAY: 


THE CHALRMAN: 


lt is in the record. 
Where is it. 


There is a chart, an Exhibit, 


Do not let me interrupt you 


Lv Can Cite Lie 


Lire iacleod can no doubt 


give us the reference later, ir. Ray. 


MRe RAY: 


Tt is wunder “Growth”, if vou 


will take this brief, it is in the footnote. 


THE CHATRWAN:. 


What is it, one to five, in 
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the United States. 
MRs RAY: Yes, one to five. One to 
nine in Canada and one to eight in this Province. 
MRe RAY: That information appears, 
Mrs Chairman and Mr. Commissioner at pages 9931 anda 9935 
of the transcript and in Exhibit---- 
liRe FRAWLEY: That is Volume 87, Mr. 
Chairman. 
THE CHAIRMAN: 9935. 
MRe RAY: That is correst and the 


graph in Exhibits °324", "335" and "336". 


virke FRAWLEY: Yes. 
THE CHATRIW ; Thank you.e 
MAJOR LIPSETT: Would not that criticism of 


the gasoline tax, ir. Ray, would that not apply equally 
to a tax levied on tobacco or on liquor or on any other 
individual commodity. 

WRe RAY: L think. LG would if they 
are singled out for special attention and for more 
special attention than it seem8 wise to impose. You see 
we do not cortend and I never will contend, that gasoline 
should be entirely free from taxation. fF do not think it 
shoula. I think that it should bear a proportionate share 
but when you--=-+ 

MAJOR LIPSETT: As @ commodity it sheuld 
bear its share. 

MR. RAY: It should bear a share, yes, 
IT think it should. I think it should. It has proved te 


be a very effective tax but when you get a tax imposed that 
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is in excess of 100% of its refinery value why you 
have tu say it is completely out of proportion, pro= 
viding you can raise the revenue otherwise and in a 
fairer way. 

WAJOR LIPSETT: Your criticism really is 
agp to the quantum of the tax, not as to the principle 
of taxing. 

MIR. RAY: Zhe principle of singling 
out a single industry I think is unsound providing you 
can get the revenue by a generally applied tax that ap-= 
plies to all. 

THe CHALR&i AN: What the Commissioner is 
putting to you, there should be taxes against this and 
that and the other thing, I mean a general sales tax. 
MRe RAY: I think one general sales 
tax providing the factual situation is such that all 
produsts can bear it. 

Now I am having a little 
difficulty with that because I do not know what the sit- 
uation is here; wherever a general sales tax has been 
applied in the United States it has been in addition to 
wie Specie... tax, not in lieu of it. If it. had been in 
lieu of it there would have been a great deal more sense 
to it but there is no sense at all in having a tremen- 
dously high special sales tax and then adding a general 
sales tax on top of that. That still maintains this pro- 
portionate share of taxation. 


Mie FRAWLEY: Is there any special sales 
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5 
tax in the State of New York and then a State of New 
York gasoline tax. 
MRe RAY: The tte Beene wu as 
many cases they do make exceptions. 

Now I would like to con- 
tinue this analysis a little further, of the price in- 
cluding taxes. 

| The industry does not 
contend that it should not make any contribution tc 
government operation through taxation. It does contend 
that it has been compelled to share too large a pro- 
Portion of the tax burden. The tax factor is by far the 
largest factor in the price structure, exceeding any 
Other factor by a substantial margine Of the total 
weighted average price of 27% cents per gallon in 
Calgary for 1928 the government extracted in taxes 8.76 
cents. The Dominion and Provincial governments received 
from Texas Canada's operations approximately 5% cents 
more per gallon than was received by the carrier trans= 
porting the material from Sunburst to Calgary and ap- 
proximately 4% cents more per gallon than the dealers 
gross operating margin. They received over 4% cents 
more than Texas Canada's total jurisdictional costs, 
over ten times as much as Texas Canada's total selling 
and overhvad expenses and almost thirty-five times as 
much as Texas Canada's advertising expense. And what 


did Texas Ganada receive? It suffered a loss in excess 


of a cent a gallon. 


It is inconceivable that 
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a government exacting in revenue such a hipoe share of 
the price per gallon for gasoline could for a moment 
contend that prices had reached an unreasnnable height 
through the industry's fault. 

Viewing the matter in 
another way - in respect tn the profits allowed tc the 
various parties at inverest - it seems that the govern- 
ments are by far the greatest beneficiaries from in-~ 
dustrial operations, “earning"™ at least 6¢ per imperial 
gallon on each imperial gallon of gasoline sold by Texas 
Canada from its Calgary plant. 

Now that is a very modest 
estimate, that 6¢, on the assumption that it ee them 
a cent to functinn. I doubt that, to administer the tax 
Law, I doubt that because the companies are acting as the 
tax collecting agency. 

The Government of Alberta 
has not employed the revenue received by it from the 
petroleum industry, over 1/2 of all tax revenue, for 
the direct benefit of the industry. Gasoline taxes have 
not been used for the improvement of roads, hut were 
used for general government expenses, 

In view of thia record... (1% 
is clear that the »ver-all price, including taxes, is un- 
reasonably high because taxes makes it sc- 

Now let us turn our atten- 
tion to the price, excluding taxes. 

The price excluding taxes, 


that is the industry's price, is unreasonabie only if 
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waste exists in the use of the industry's facilities 
and man power. So far as Texas Canada is concerned, 
the only economiés that could be etfeéoted would be by 
reduction of its jurisdictional costs, the weighted 
average of which for the year 1968 in Calgary totaled 
a little more than 4¢ per gallon. These costs included 
Texas Canada's expenses for selling and overhead, ad- 
vertising, bulk station operations, earnings adjust-= 
ments, and hancling losses. I think it will be ade- 
mitted that the items constituting handling losses, 
earnings adjustments, end advertising may be disre= 
garded in the present discussion, as the total of these 
three items is so insignificant as to be of no conse= 
quence. If, therefore, any waste exists in the use of 
excess facilities or man power, it should be reflected 
in bulk station expenses amounting tc 2.9¢ and in sell- 
ing and overhead expenses amounting to .87¢, totalling 
4e77¢ per Imperial gallon. It seems obvious that any 
reduction in these costs of a cent a gallon would exag- 
gerate the possibilities, but for our present purposes 
we shall assume that it is possible. We shall return to 
this assumption in a moment, but let us first consider 
whether or not there is an excess of facilities. 
Implicit in the specific 
question as to whether the marketing facilities used by 
the industry are necessary is the contention that prices 
are made unreasonably high by their use. Because of the 


emphasis placed upon this contention, we shall discusa it 


in detail. 
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So far as we have been 
able to ascertain, nobody has ever endeavored to est- 
imate the exact number of classed of opetators} of 
persons or of facilities and plants required for the 
distribution of petroleum products under presently 
exissing conditions - or any other conditions, for 
that matter. Gonsequently we are forced to speculate. 

In considering necessity. 
of facilities for the purpose of supplying Alberta with 
petroleum products, it may be asserted that one large 
tank farm for the storage and dispensation of petroleum 
products at Calgary would be quite enough. However, if 
this method of distribution were followed, thm all the 
people of the Province who want petroleum products 
would have to go to the market ~ the one large tank 
farm = to obtain theme. 

If consumers had to suffer, 
such inconvenience to obtain gasoline and petroleum prod- 
ucts, there is no qrestion that many would do without 
them. Further, many would have to consume as much prod+ 
uct gétting to and from the market as they could buy 
after they got there. Obviously this would result in 
many doing without. The demand would fall and savings 
to be effected by large volume movements of commodities 
would be lost. It goes without argument that under such 
circumstances price would have to rise. The elimination 
of mass distribution would work in precisely the opposite 


direction than the employment of mass distribution methods 


now involves. 
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It may also be argued that 
there could be several such establishnents spread through 
out the Province and that such a distribution program 
would result in savings by eliminating alleged excessive 
plants and facilities. But, if there were several such 
establishments as I have above described, it would be 
necessary that the stations be located at points where 
buyers of the commodities sould obtain them conveniently 
and easily. 

Is there any method whereby 
the Government could determine with exactstude where such 
stations should be l@onsear Is there any method by 
which the Government or marketers themselves could de- 
termine precisely in advance how many of them there should 
be? Is rot it possible that here might be about as many 
as at present? 

uven governments find it 
hecessary to cater to the wants and demands of the public, 
as for example in the Postal Service. The Postal Service 
I think is one of the best examples of mass distribution 
methods. 

Mass distribution facil- 
ities for the distribution of petroleum products have 
been established in response tc a speedy increase in deo 
hand or if established prior to the existence of a 
demand in a particuler locality they have been able to 
continne in existence only as demand was built. Lack 


of demand to support all facilities at gcing prices 
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naturally will result in elimination of some of them. 

It has in the past. - Improved technology and the neces 
sity for cost reduction in the tdown-price" market 
contribute also. Facilities, therefore, are kept pretty 
hear the minimum required t» meet the demand arising from 
the wants of the people- When the Government considers 
the problem of distribution, it should nnt make the mis- 
take of assuming thet either the types of concerns en 
gaged in distribution or the number of persons engaged 

in distribution or the number tf facilities used in dis- 
tribution is too great, unless the Government is prepared 
te run the risk of increased prices which may result from 
the elimination or curtailment of mass demand, mass dis- 
tribution or mass production. 

As Texas Canada views the 
matter, its facilities are not excessive. All are re~ 
quired. Furthermore, a legitimate doubt exists as to 
whether there are any facilities, plants and the like now 
in use in Alberta which are excessive under presently 
existing conditions. Hach plant and each facility that 
actually responds to a demand for either products or 
services is a plant or facility which should, in fact, 
be continued until the demand for its services or the 
produets sold has lessened to a sufficient degree not to 
warrant the further use of that plant or facility. 

many plants are fully de- 


preciated and, as a consequence, the oost of operating 


them is very low. 


Under the competitive systen, 
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plants and facilities are abandoned when the demand upon 
them diminishes to a point where their continued mainten- 
ance is continuously unprofitable. 

Of course, it may be and 
has eften been argued that a hundred service stations 
advantageously placed could perform the same distribution 
pervice as five hundred placed without regard to vverall 
market requirements, but before I should agree to sucha 
statement, I should like to know first what result the 
elimination of the four hundred stations would have on 
mass production, on competition generally, and on mass 
distribution to meet mass demand ~- that is to say, what 
the increased inconvenience to the public would produce 
in the way of increasing all costs, as well as deoreas- 
ing them. It might very well be, and it is certainly 
conceivable it would be, that the demand would be lessened 
te an extent which would create economic dislocations not 
speculatively subject to ready evaulation. 

The Province of Alberta is 
growing; the demand for petroleum products is increasing; 
more and more people are using the transportation afforded 
by automotive equipment, and the public demands convenience 
in the obtaining of its supplies. All these factors enter 
into the demand picture and affect the whole economy under 
which the petroleum husiness is conducted. 

Then I for one, am not pre~ 
pared to state that there are either too few or too many 


stations. I can state that, if tuere are too many, the 
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surplus will in due course be eliminated through tre 
operation of natural as opposed to artificial restraints. 

And I do not think you 
should take my submissions alone, if you will recall the 
testimony of Dr. Frey you will remember that he told you 
he had been studying that question for a number of years 
and with the help of a great many people CRORE NG tetroleum 
ddministrative Board and they never found tue answer and 
that they finally came to the conclusion that the exist+ 
ing nuuber must be the proper number. 
THE OHA IRMAN; Well hardly that but that 
it would right itself. 
Mite RAY: It rights itself. It is an 
administrative situation which you have tc take into ac~ 
count. It is a big problem, It is a big troublesome 
problem but I do not believe that anyone is capable of 
determining in advance just how many there should be. 

I was told the other day, 
I do not know how true this is but it is very interesting 
if true, that when the Nazi Government in Germany decided 
that everything should be efficient to the last degree and 
they were building these great highways through the 
country, that they placed the service stations ae exact 
spots, that they thought they should be able to supply 
the demand for motor products in that country, a demand 
much smaller than the demand here, and they found to 
their amazement that people did not buy gasoline by the 
block or they did not buy it by the mile, they bought it 


whem they needed it and when they wanted it and if a 
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service station was not there they had to wait and as a 
consequence some of those stations were very successful 
and otheru were no good at all. They did hardly any 
business and accordingly that was an effort, if true, 
On the part-of that country to find,, to try out an-exact- 
itude in advance determination of necessary facilities. 

What I have already said 
likewise applies to the next question - namely, is the 
number of persuns, firms or corporations engaged in any 
branch or state of marketing and distribution excessive 
and/or unnecessary for efficient market ing? 

Lt of course will be ade 
mitted readily that one company can move a large volume 
of goods with fewer employes than another company night 
usee It does not follow from this comparison that any 
of the latter's employes are unnecessary They may or 
may not bee If all the persons engaged are in fact rem 
guired by the marketer in question t% maintain his 
volume of sales, they are, of ccurse, necessary. If by 
releasing a single one of that whole number, the market- 
ing volume would be decreased in even a slight degree, a 
necessary element to proper distribution has he@ dis- 


posed of. 

It may te that many market<- 
ers could maintain the volume of business they now do 
or even increase that volume with fewer persons engaged 
in the marketing process. So far as Texas Uanada is 


concerned, it does not think it could do so. In any event, 


the question is reduced to a matter of Opi OLehie The 
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marketer is in the best position to judge for himself. 
Furthermore, we must not forget that, under the competi- 
tive system, all competitive factors are at play in 
forcing each competitor to the lowest possible price 
level and, consequently, the lowest possible cost level 
consistent with the reasonable return on the investment. 

It is, therefore, a fairly 
safe conclusion that, if excessive numbers are engaged 
in the industry in Albe>ta, the excess will, in due 
course, be eliminated by the natural play of economic 
forces. 

Our discussion to this point 
has been materialistic and has not taken into account any 
of the social questions involved. Let us assume, for the 
Sake of argument, that there is a surplus of types of dis- 
tributors, of the number of persons engaged in the bus- 
iness and also in the facilities employed. Let us assume, 
further, that such a premise would lead to the conolusion 
that distribution, all things considered, is not as ef- 
ficient as it could be because a fewernumber could and 
would perform precisely the same service that the greater 
number now perform; that, in consequence, costs are a 
bit higher than they would be if the surplus could be 
eliminated. But this is to approach the matter frou 
only one point of viewe 

To eliminate the surplus 
and to keep it eliminated through government control, 
it must be admitted, would deprive a great many people 


of their present means of livelihood and those who could 
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not readily be absorbed in other employment would become 
charges of the states Do we not have at the present 

time enough of that? Wheat, may we ask, is the difference 
between relief by taxation and relief by addition to 
price? If we endeavored to answer this question we might 
and probably would find that relief Ly taxation is the 
more expensive of the two. 

Furthermore, nay we ask 
what the social consequences are of an economy which 
deprives a citizen of the right to sell gasoline if he 
wishes? What Solomon will the people of Alberta select 
who will determine that John Jones should bave the right 
to engage in the marketing and distribution of petroleum 
products and that Henry Smith should not? 

We naturally wonder if 
the people of Alberta have arrived at a state of mind 
where they are willing to surrender the freedom of action 
now enjoyed in exchange for what may or may not result in 
a slightly less price for a single or a few co: wiodities. 

These questions also imply 
that eLliminetion of possible services might reduce dis- 
tributor and dealer margins. Lould she distributors and 
dealers, even thcugh there were less of them perform the 
oe of their occupations, pay decent wages to their 
enployes and maintein an adequate standard of living for 
themselves as well on less? Wrankly, we do not know. 
Perhaps they could. Perhaps they could not. The per- 
tinent question is this: If they could do as well on 


less under the changed circumstances, how much less? It 
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is safe to say it would not be as much less,as many 
who substitute wishful thinking for actual results have 
often indicated. 

Under such e democratic 
government, where every man is free to choose his oc- 
cupation, and to invest his savings ina garage, or a 
service station if he chooses, and is at Liberty to risk 
and lose it, there may be some nverlapping of business 
locations and servicese It cannot be expected nor de=- 
sired that each shall be fully occupied twenty-four 
hours a day before another is established. Such an 
aati would Lot be democratic but dictatorial. It 
would very greatly change the lives of men. 

Labor has been employed, 
purchasing power provided and distributed in building 
the service stations and garages, in cutting the Lumber, 
making the cement, providing transportation, and in 
every process from the raw meterials tc the finished 
building. Hunireds of people are employed now in op= 
erating them, securing therefrom a livelihood. tither 
a curtailment of nresent stations ur an arbitrary cur- 
tailment of future building will take from many respect= 
able people a snurce of their living, reduce their liv~ 
ing standards, and, in many instances, add to the relief 
rolls to be a burden on all the employed. 

We submit that neither the 
cost of present outlets yor the cost of operation has 


added, or does add, a single penny to the selling price of 


wl 
v tak ‘ Ot ms 
wt 
PI ea ‘3 i: 
/ ig Jew 4 
‘ ¥ ‘ 
4 tee te . 
Bo .80) Oo Dewey 
' 
: ey yee P 
: ’ ears pak Hil wii 
‘ uy “ 
ion fa eu | er. ‘ 
thon fore oud tte dala 
; 
i . iS ata 7 
Nile etna fe ~ : : A Ne Kol a 


Fi 
4 + = er Pere 
* ‘ - 
ony 
a 
%, 
t ¥ re ate 
Y iP is ard te t 
Lye Pep io tS n'a « Py 
\ j a ae 
aN i Cex 
Fy ft ' pa tr | Be Ries ? ' a! 
het : teh CEE Se mae Bey AL PEDE mate A af 
: } ‘ Se . Bs Feel nate i ee a “ ( ay ty reg ax 
7 ‘ , an 
, ory  * fs ne i* rat ry PNY gia ; ee] Y ware 
Pag vole eo At ft f. i i be Cat piteiak. WS ea berks re sp Nae ORs ata R.: ta 
We oe as A ; : ; rail ee Ci fs % ee Boe y nA bbs 
Z wh 4 AN D 2 pe » Oe 
< +i ~ »* . 
oe ; Ai ¢ 
tal > ero hay f b s f f 
* ry rs dae it rf ot Eh oh 4 
Waits od Hk ce 6 i fs Mee He SC MM ii) a a ONG OY | 
y J ha ‘ My by Vee is : Dee eae) ), 
hi I te Sa aioe ria ° Ofte a taal ea i tap 
Bat! ! J ‘A at . rie tee Rh: ' 
; f 
nt ‘ 5 1% en ts ry y ive iy 
re r & COP el poste Oe Ppl heer 2 a ge wd ) ] 4 ‘ {J Saat 
i cache, : to Ce eee Me Ae : ; ; 
i . : ae y 1a Ao < : 
: * ~ aa i a 
y. “i 5 
me 0 Wn oy POT Sey Poe) Ar Port 
ad j j y 
7 2 cai She “ ‘ | 4 ee ee GF oly @ 4 PUP % 
* » i y 4 ve r 
4 at poner 
: 


‘ 
, He, 
A een LW i eee eae 
s a c 
¥ s. : i 
\ ‘ 
th) 
} 
¥ a fl 
i . A A 
; rhs 
a : oa 
, we ae 
A ! Lie 
| > 
Atak Bae iims 
es 
} 
rh oxy ) : é 
> M4 , ie ae om / ae 5 { } 7 ) i 
, C : t 
2 A “° 4 x 
“y) 


1 bedivere » deye 


ted t satt. i “808 he 
; : Pe Rice cee ‘ Fi) | 
CS eee. Yea fdas ts Lit ee eae Tl 2 Bet} ‘fo dn 


: . . or Ag fred Es : meres 
ie nee : ee ecaiie Pe 
eI af A in TG: os Oak d | Dt ig yt tie F fa subi 
Ax att Nat 4 sie eee) i f 


ad oy a reir: Se 


abe tt sid ani bes, Jatt wel 
7 MST SOUS Ss 5 suet zbort to, abning 


Tae eee % Teer 


fat 20 “Fes ey hat A 
Ee eh, a 


George We Ray 


C2 
7 ~ 16,106 = 


gasoline. In fact, as is elsewhere herein explained, 
cost alone does not make the selling price. 

Were Texas Canada to 
build a million dollar spervice station in Calgary, it 
would have to sell its gasoline at the same price others 
ask and get for similar grades, or do without business. 
Perhaps, even at the same price, Texas Canada would be 
unable to get sufficient business to make a profit, but 
Texas Canada would either have to face the music, take 
its loss, or find other sources of profit to carry on.- 
It might even lower the price to get volume and pub- 
licity, but certainly would do little business if it 


raised it. 


(Page 16,107 follows) 
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in avery large majority of the 
service stations, garages, grocery stores and other places 
where gasoline is sold in Aiberta, gasoline is only one of 
many items carried. In many instances, it is the least 
important item. This being so, but a small portion of the 
cost of space, labor, etc., is chargeable against gasoline; 
yet its elimination would very greatly affect other departments 
and cut down the profits of the business, curtail purchasing 
power and living standards. 

Today's greatest problem is to 
find ways ani means of inereasing employment rather than 
curtailing it. 

tf there were enough unneeded, 
superfluous and burdensome facilities in the Province to add 
one cent per gallon (our assumed one cent) to the price of 
gasoline, the ¢1iminacion of the surplus would mean a saving 
to the motorists of Alberta of about $3.95 each. 

For this pittance, the people 
would sacrifice freedom for dictation. Is it worth it? 

What we need today is more 
freedom, not less; more opportunities,not less; more 
cooperation and understanding, and less, much less, dictation. 

Eb iS dourtiuls tf etihe people 
of Alberta desire to sell a birthright for a mess of pottage. 

Is the "ex-tax" price too high? 
It is a natural price resulting from competitive pressure 
and economic forces. It does not include in its structure 
any wastes not better eliminated by competition than by 
dictation. Under existing conditions it cannot be maintained 
at a high, arbitrary level. Obviously, if past experience 


be any criterion, the petroleum industry, when lower prices 
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are possible, will quote them. 

Now I should Like % direct 
my attentiOn to the question of Government Operation, Control 
and Regulation of Business. What we have already said 
disposes of the question of whether the Provincial Government 
should either take wer and operate or otierwise control the 
petroleum industry in alberta. However , our story would not 
bei complete should we fail to-bring to, the attention of ‘the 
Comulseion the experience — largely an experience Of failure - 
that unwise governmental regulation has written across the 
pases of history. 

In order that, there. will be ne 
misunderstanding whatever about the matter, Texas Canada 
wishes to state its position. It favors unqualifiedly any 
measure which in fact will improve the social and economic 
Order. It is unalterably opposed to any Suggestion which 
past experience has proved beyond peradventure of doubt is 
unsound, retrogressive and impractical. Government operation 
Orc control oF business are ali thaves. ‘Ihe type -ofweovern— 
ment regulation which establishes appropriate rules of 
competition and causes government to act as a referee in the 
enforcement of those rules is sound am desirable. Texas 
Canada's study of past experience has convinced it that if 
the Provincial Government should take over and operate the 
petroleum industry in alberta, its operations would end ir 
tragic failure. It is Texas Canada's opinion that the 
competitive system of free enterprise, once the appropriate 
rules of competition have been established, is a far superior 
method for progressive improvement than government contpol 
could possibly be. 


Those who advocate government 
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operation and control of business indulge the superstition 
that government regulators are both omnipotent and omniscient, 
as, infact, if success be the reward, they would have to be. 

7 Of cow se, we know that there 
are no omniscient and omnipotent men. ‘Who, then, are the 
regulators? 

The "regulators" - the 
government-employed business managers - are in fact mere men. 

if cheycare experienced, thicy 
are the men who now privately run things. If trey are 
inexperienced, they must learn all about the business involved. 
In any event, they must use precisely the same knowledge, 
precisely the same methods, and bring into operation precisely 
the same improvements currently available to managers of 
private enterprise. 

Phey dirrver Drom private 
managers in only two particulars: 

(1) They are backed by the power of povernment, such 
as it is. As we shall presently demonstrate, government 
lacks the ability to arbitrarily control economic laws, 

(2) They can cover their losses by withdrawals from the 
public treasury, the apparently unlimited revenue obtained 
by taxation. 

The various methods or 
government activity that heve been previously attempted have 
been (1) government operation, (2) government monopoly, 

(3) cartelization, (4) production control, (5) anti-trust 
regulation, and (6) price fixing, both direct and indirect. 

I am going to add another. 

I did not contemplate discussing the Naticnal Industrial 


Recovery Act here because I thought it impolitic in view of 
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the fact that several things that were done under that Act 
are, Surld. im the Courts. The pétroleum industry is still 
involved to some extent but I think there are some things 
in view of your interest in this question of an intervening 
heard guna should point ont to you, some of the mistakes 
that were made in connection with that experiment. 

There are some fields in which 
government can and traditionally has in the past functiorec. 
The municipal governments almost everywhere are engaged in 
the business of operating water supply and sanitary projects. 
National governments carry the mails. These projects are not 
alway s failures. They sometimes are operated to pay their way. 
However, in the great majority of instances even these functions 
are unprofitable and in fact are subsidized by general taxation. 

eeveral specific: instances oO 
government operation of non-governmental business enterprises 
were recited in the testimony. Every instance that we could 
find resulted in failure, widespread subsidization by general 
taxation, and in many instances in ultimate abandonment. 

In respeet to Government 
Monopoly, many specific examples were recited in the testimony 
covering a period from the sixteenth and seventeenth 
eenturies to the present day. These efforts likewise have 
been failures. A comprehensive study of modern government 
monopolies led to this conclusion: 

ME The experience with public monopulies, which were 
"thought to be suitable instruments for stabilizing 
"prices or production, has been most disappointing for 
"the governments and the people. They are expensive 
"for the consumer; they are exceedingly bureaucratic 


"and they have to widen their scope and extend their 
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"interferences far beyond the field originally assigwd 
"to them. Their history stows fewer interesting 
"features to the economist than ele wide range might 
Wmake one expect. ‘They will always occupy, however, 

"a prominent place in that great field of measures 
"which might appropriately be called the ‘pathology of 
"economie policy’. Harsh as this opinion may seem, 

"it is sufficiently supported by facts and analysis.# 

Specific examples of failure 
of cartelization were brought to the attention of the 
Commission, Cartelization in Germany and the copper cartel 
were two of these. 

The petroleum industry has had 
the experience with this type of "planned economy." In 
many [foreign countries it has had to operate under cartels. 

It still goes on in some countries 
in which the Texas Oompany subsidiaries operate. 

As a consequence of the fact 
that we were operating in the United States and Canada under _ 
a system of free enterprise and in these other _c-unrtries 
under a cartelized cantro], I asked our. people in diarge of 
our operations what they thought of the two systems. I 
asked them fcr an absolutely honest opinion. I said "Now 
let us do not paint the lily. I wont you to tell me what 
you think of these two systems. when. you-see them side by 
side and day by day?" And this is what I got. 

Those who, like Texas Canada 
and Texas (Delaware), operate in Oanada and the United 
States under a competitive system of free enterprise and 


in some other countries under a scheme of cartelization, 


made oF sagen 


as By a 


ba al atigine” 


Me 


oh, WN eho be 

Be ees, 

4 ba re 
tah t aie 


T=-2 


“16 ,c12— 
G. W. Ray. 


invariably favor the former because (1) it permits of 

better price performance from the consumer point of view, 

(2) it gives play to initiative, (3) it prevents freezing 

of business and the closing of the doors to newcomers, and 
(4) it functions automatically, permitting inexorable 
economic laws their full play, while cartelization frustrates 
or endeavors without success to frustrate the working of 
these laws while at the same time Suppressing the progress 
arising from initiative and competitive pressure. 

On the other hand, tartelization 
artificially maintains the weaker, less efficient, 
undesirable elements of the industry in a position which 
PS.unjustified. economically. or otherwise. It leads-to 
artificial restraints and to ultimate collapse. 

The experience of operators 
under the two systems invariably leads to the conelusion 
that only those who fear the risks of competition desire to 
operate under the frozen system of cartelization. 

Usually the mw imary purpose 
Ox production, control is to control prices. 

There are a few examrjes of 
government production control for other purpoces and which 
so far have eseaped the failure attendant upon artificial 
price manipulation schemes. 

The control for purposes of 
conservation of the production of crude petroleum by 
establishment of rules of competition designed to nullify 
the deleterious effects of the law of capture and the 
express and implied obligations of "diligent operation" 


have to a large extent so far met with success. This 
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success has been due to the freedom of action of the 
regulators, irrespective of pelitical pressures, and the 
wholehearted conperation of the producers themselves. 
Wher. either political pressure has been present or coopera- 
tion of producers has been absent, control has not been 
sompletely eitective. 

Scientific study in bringing 
to light the unique factors of oil accumulation underground, 
its entrapment there, and the unique factors of production, 
has created by and large a general interest in a cooperative 
program of conssrvation and prorated production, thus 
permitting sensible competition in production to survive. 
This auecurs well for success in this particuler fiedd- of 
combined industrial and governmental activity - sometimes 
referred to as one of the new techniques of petroleum 
production — provided (and this qualification is a large one) 
political considerations do not control the activities of 
the governmental authorities. 

Other production control 
schemes, such as the effort to control production of 
agricultural commodities, attempted under the now familiar 
Agricultural adjustment Act of the Federai Government of 
the United States, and its successor, have generally failed. 
It is contende@ by many economists that all such schemes 
will invariably fail because they are based upon the 
economic fallacy of scarcity am involve in addition 
unpredictable factors such as the weather. 

In England under the common 
law and in the Dominions of the British Commonwealth of 


Nations, in the United States and in the various States of 
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She; Smerican Union, vy statute an effort has been made to 
prohibit monopolies and trade restraints. As these laws 
have developed through the adjudication of cases, it has 
become apparent that the design and pattern of the laws in 
this field have had behind it the effort to preserve a fair 
competitive system of free enterprise. 

The, primary: vices,of, this 
system of regulation have been (1) the obscurity of the 
laws, so that business men whose conduct they were designed 
to regulate have been unable to know in advance whether any 
contemplated activity was or was not a violation of law, and 
(2) that they have too often been used as a means of 
harassment of business or as an effort to establish the 
particular economic doctrine of the individual charged with 
their cnforcement. 

In spite of these vices, these 
laws on the whole have been beneficial. It is generally 
ecmitted,..hoawever,,that. they need charifieation, 

birect orice, i xi pee by 
government fiat in some form or other has been attempted 
for centuries. The one outstanding characteristic of these 
attempts has been that they have always ended in failure. 

The reasons for, the failure 
of such attempts have been legion. However, these various 
reasons may be classified as follows: 

First; economic laws cannot be 
thus controlled. When prices are fixcd by government decree, — 
attention at first is not paid to the other factors affecting 
price such as supply and demand. In. ease,.of an,shortace,.of 
Supply or an unusual increase in demand, prices would tend to 


rise. If government endeavors to prevent this, sellers urder 
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Such circumstances are unable to operate profitablv. In 
due course the guvernment price structure breaks down. 
On the other hand, if there be a surplus of sapply in 
relation to demand, the tendeney is for prices to fall. 
Government, recognizing that too drastic price drops might 
be disastrous to the egonomy, likewise attempts to prevent 
this. Business then becomes an operation of secret price 
cutting and in due course government-fixed price structures 
again collanse. 

Seconl: A necessary corollary 

to the attempt to fix commodity prices by government fiat 

is that. such efforts inevitably lead to control of all 
economic factors affecting price. These factors are sc 
numerous that. price control. practically requires, control of 
the entire business systen. 

Thirds Government price 

fixing results from the activity of pressure groups, and 
far too much attention is given to political considerations 
in the fixation of prices. Sellers naturally are interested 
in receiving a profitable price. Consumers sometimes believe 
that such prices are too high. Thus, seller groups ar 
buyer groups become arrayed against each other and exert 
pressure against the governmental price fixing agency to fix 
the price in such a way as to conform to their respective 
views. Both cannot be satisfied. Neither seldom ever is 


satisfied. The better organized group and the one which 


‘gan exert the strongest pressure usually is the victor in 


such a controversy. Economic considerations are left in the 


background, but economic laws are inexorable. In due course 
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arvifioial prices fixed as a result of poli tical pressure 
break down and the whole effort becomes a colossal failure. 

Fourth: inforcement of price 
fixing decrees is practically impossible. When one considers 
that there are hundreds of retail outlets each completing frm 
a few to many transactions per day, the magnitude of the 
enforcement problem is readily apparent. Adequate enforce- 
ment would require as many policemen as there are places of 
sale. It may be argued that since there are only a few 
Suppliers of gasoline in Alberta, it would be a relatively 
easy matter to control price structures by controlling the 
prices at which the manufacturing suppliers sell their 
proaucta. This is a fallacy on its face. There are in 
fectimany hundreds of retail gasoline dealers in Alberta. 
Hach dealer selling to the consumer would be affected by a 
price fixing order. Each transaction and each sale made by 
him would offer an opportunity to violate the law one way or 
another. The dealers in turn wouli exert pressure on their 
manufacturing suppliers. Successful enforcement would 
require supervision by the pice fixing agency of every sales 
transaction. Experience elsewhere in the past has proved that 
price fixing cannot be established by making sellers of 
commodities the enforcement agencies. 

Fifth: the governmental price 
fixing agency of necessity is too far removed from 
marketing operations to adjust prices wren adjustment is 
necessary with the rapidity required to »revent economic 
dislocations. There is serious delay between the time the 
necessity for price adjustment arises and the time of final 


action by the governmental agency. The result is that the 
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Pricon sed aS 7h hearly ait instances an GPG to.el. oS 
distinguished from a natural price. ‘ther other than a 
netureal price has beeh fixed, economic dislocations result 
through the operation of other factors normally affecting 
price. 

| It seems too obvious for 
argument that a governmental agency not directly concerned. witt 
all the business operations could not possibly understand 
and take prompt action for price control that normal 
business operations would require. 

And Sixth: Government price 
fixing, whether direct or indirect, is not sound government 
polacy and is reactionary. 

It seems fair to. -cone lide ; 
thenerore, with an euthor who in 1962 wrote that 

“ The history of government limitation of price seems 
"to teach one clear lesson: that in attempting to 
“ease the burdens of the people in a time of high 
"yrices by artificially setting a limit to then, the 
"neople are not relieved, but only exchange One set 
"of i11s for another which is greater. Among otier 
"ills are (1) the withholding of goods from the 
"market beeause, consumers, being in the majority, 
Morice fixing is usually in their interest; (2) the 
"dividing of the community into two hostile cams, 
"one only of which considers that the government acts 
"in its interests; (3) the practical difficulties of 
"onforeing such limitation in prices which in the very 
Tnature of the case requires the cooperation of both’ 


"nr ducer and consumer to make it effective." 
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The boosting of prices ina 
time of low prices by artificially fixing minimum prices has 
like results. among the ills produced in such a case are 
iP) the influx of coods into the market and (2) the acceleration 
of production and the consequent building of surpluses as well 
as all the others except the first mentioned in the above 
quotation. 

tngi rect, price ti xin dis a 
method of price control resulting from the control of economic 
factors affecting prices, such as limitation of production or 
consumption. it is not always designed or intended to 
effect a balance of supply and demam and in that way to 
ef ect @ natural economic price. Very often such controls 
seek to establish and maintain an imbalance, sm that through 
@ shortage of supply in relation to demand, prices will be 
forced to a higher level. On the other hand, if itis 
Pousidered that prices are too high, control often as 
directed toward a livritation of consumption or demand, thus 
creating a surplus of supply and a consequent lowering of 
price. 

Various examples of this scart 
of thing, ineluding);» among others, the Yucatan control of 
Sisal, the Srazgilian valorization of coffee, various cotton 
control schemes, the Stevenson restriction plan, the Japanese 
valorization of silk, the Chadbourne sugar control odlan, 
and the tin pool were mentioned in the testimony. All plans 
of this kind of which we have any record have ended in 
failure. 

IT heard of another the other 
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frem Germany, just to show the efforts of those men in 
suvernment. In Germany they thought they had insufficient 
wheat. ‘They tried to fix a wheat price by government monopoly. 
I% failed. One of the things that they conld do to maintenn 
price was to curtail consumption. I think the purpose was 
tO drive the price down and, if I remember, have @ sirplus 
gemeand. . lt was. So they went about curtailing consumption 
and to curtail consumption they passed a regulation that the 
makers of bread should not be allowed to sell bread until 
twenty-four lours after it was baked, am later until forty- 
eigit hours arter it, was, baked. the, theory, -being That people 
would eat less stale bread than they would fresh bread. 

It seems to me that that is so stupid, but it,shows, the 
ultinate in this sort of, thing. 

Now, let te return to. we 
general questions that I raised in commencing my discussion. 
THE CHATRMAN: Well, I think we will have a 
Short recess. 


MR. RAY: Yes (Sin LT wonlkd pe delienved. 


(At this stage there was a short recess.) 
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Now I want to bring to 
your attention very briefly some of the facts ebout the 
National Industrial Recovery Act which, as yeu know, 
involved to some extent an intervening cushioning board 
between Industry and Government. 

That Act was an effort to 


find a workable technique for the establishment of fairness 


of competition. The country at the time of this was in 
serious trouble. Business was demoralized. Prices stood 
at ruinous levels. Unemployment was rampant. Under such 


circumstances cut-throat competition was in the ascendency. 
Marketers able to buy at bankruptcy prices and hard traders 
were forcing prices to still lower levels. ‘“Chis€lers" - 
those who bought at distress prices and resold at relatively 
reasoneble prices ~- were the tails that wagged the dogs of 
our national economy. Under these ciroumstances, it was 
considered advisable to find quickly a method where a 
generelly accepted standard of fairness could be re-estab- 
lished in the land. This naturally involved a search for 
a technique designed to eliminate competitive abuses. 

The Act declared that "a 
national emergency, productive of widespread unemployment 
and disorganization of industry" which burdened interstate 
and foreign commerce, affected the public welfare and under- 
mined the standards of living of the American people existed. 

"Therefore, the Act went on to 
say, tit is hereby declared to be the policy of Congress to 
remove the okestructions to the free flow of interstate and 
foreign commerce which tends to diminish the amount thereof 
and to provide for the general welfare by promoting the 


orgenization cf industry for the purpose of cooperative action 
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among trade groups, to induce and neritotn Cees action 
of labor and management under adequate governmental 
Sanctions and supervision, to promote the fullest possible 
utilization of present productive capacities of industries, 
to avoid undue restriction of production, except as may 

be temporarily required, to increese consumption of 
industrial and agricultural products by increasing pur- 
chasing power, to reduce and relieve unemployment, to 
improve standards of labor and otherwise tc rehabilitate 
industry and to conserve natural resources." 

To effectuate this declared 
policy, the President was authorized: 

First: To establish such 
agencies and to utilize such voluntary and uncompensated 
services, to sppoint such officers and employes and to 
utilize such Federel officers and employes end with the 
consent of the State such State and local officers or 
employes as he might find necessary, to prescribe their 
Cuties, responsibilities and tenure and to fix their comp- 
ensation; 

Second: To delegate eny of 
the functions and powers granted to him to such officers, 
agents, end employes as he should designate or appoint 
and to establish a planning end research agency to aid 
in carrying out his functions; 

Third: Upon application 
by trade or industriel associations or groups, to approve 
a code or codes of fair competition for a trade or industry 
or subdivision thereof represented by the applicant, if 


the President found that such association or groups 
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imposed no inequitable restrictions on admission to 
membership and were truly representative of the trades 

or industries they purported to represent and that 
such code or codes were not designed to promote monopolies 
or to eliminate or suppress small enterprises and would 
not operate to discriminate agsinst them. 

Fourth: Upon his own motion 
or in case of complaint in the absence of se voluntary code 
to impose a compulsory code; 

Fifth: To enter into agreements 
with or to approve voluntary agreements between and among 
persons engeged in any trade or industry, labor organizations 
and trade or industrial organizations, associations or groups 
relating to any trade or industry, if in his judgment such 
agreements would aid in effectuating the policy of the Act; 

Sixth: To prescribe such rules 
and regulations as might be necessary to carry out the 
purposes of the Act and to cancel or modify any order, 
approval, rule or regulation issued by him or his delegate. 

While the. Act was in effect and 
for sixty days thereafter, any code agreement or license 
approved, prescribed or issued and in effect under the Act 
and any action complying with the provisions thereof taken 
during such period were declared to be exempt from the 
provisions of the anti-trust laws of the United States. 

This did not mean that the 
anti-trust laws were shelved for the time being and that 
there existed en open invitation for the establishment of 
monopoly. Before any code or agreement could be approved, 


it had to be established that it was not monopolistic in 


i mr ey ’ 
i f Beans ni Xe 
eh OE $e: 


George W. Ray “16, 123- 


character and was not of a nature to be oppressive to 
small enterprise. Under the Act, then, the agreement or 
code could not be approved if in conflict with the most 
important and far-resching provisions of the anti-trust 
laws. All that the N. I. R. A, did was to provide that 
if a finding were made by the President that the provisions 
of the Code or agreement did not in these respects conflict 
with the anti-trust laws no one could be prosecuted for 
compliance with the provisions of the code or agreement 
during the life of the Act. 

the Act did pemmit an admin- 
istrative interpretation and application of the monopoly 
provisions of the anti-trust acts which was in accord with 
the philosophy of those acts as expressed in the Chicago 
Board of Trade and Appalachian Coals cases. For the first 
time an examination was permitted into the actual workings 
of the competitive system. The code provisions adopted 
were designed not tc abolish competition in the various 
industries but to make it function in a sounder and 
healthier way. 

The National Industrial Recovery 
Act contained the following provisions respecting violation 


of any code: 


Plea. The imposition of a fine 
of $5CO for each offense, and each day such violation con- 


tinued was deemed a separate offense; 


Second: The issuance of an 


injunction in the Federal Courts to prevent and restrain 


violation; and 
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Tha pat »Ehe daceneineg of 
business units under certain circumstances and the revocation 
of such licenses for violetion of the provisions thereof. 

In due course various groups in 
the petroleum industry proposed a code of fair competition 
to govern the activities of the industry. After extended 
negotiations, had in an effort to iron out complications, 
in many respects without success, the petroleum code was 
approved in August 1933 and beceme effective in that same 
year in September. 

The Secretary of the Interior 
was designated by the President as the President's dele gate 
to administer the Code, The Administrator in turn appointed 
a Petroleum Administrative Board to assist him in his admin- 
istrative capacity. A Planning and Goordination Committee 
and several subcommittees were organized to further the 
administration of the Code. The Planning and Coordination 
Committee was composed of three representatives of government 
and the public and several representativesof industry. 

he Petroleum Code thus approved 
was an elaborate document containing regulations relating 
to hours and wages of employes, production of crude petroleum, 
refining and marketing. This code was the law of the industry. 

It was supposed to be a joint 


effort on the part of government and industry to effect 


industrial recovery. 


One of the major conflicts in 
the industry at the time of the promulgation of the code 
involved the desirability of suthorizing the President or 


his delegate to fix prices of petroleum products. Price 
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fixing provisions were in due course inserted. Price 
fixing orders were issued but never became effective. 

3 There were those who opposee 
the Netional Industrial Recovery Act idea on the ground 
thet it would be productive of monopoly and that suspension 
of the enti-trust laws would ultimately result in greater 
evils than those then existing. There was a definite 
Clash of two antithetical doctrines. Those who viewed 
the Sherman Act, that is the Federal Anti-trust Act, as 
they would construe it and not as constrwed by the courts, 
and its strict enforcement, as construed by them, as the 
only sure method of attaining and thereafter maintaining 
their idea of an ideal competitive system were arrayed 
egeinst the advocates of the government -business partner- 
ship theory, who believed that the Sherman Act was too 
uncertain and that the crystallization of the law there- 
under was too slow a process for the development of 
ee needed for the improvement of the competitive 
system. 

ALL through the Nevis Re Ae 
period the conflict of philosophies was evidenced by 
Clashes of government policy. These clashes usually 
did not come into the oper. and became apparent only with 
the passage of time. For example, the Department of 
Justice, which ultimately became the principal enforcing 
agency, was unwilling to enforce code provisions and the 
Law either because of a disbelief in their provisions or 
beceuse they feared to risk defeet on constitutional 
grounds. 

On the other hang, the admin- 


istrative agencies were constantly threstening to “crack 
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down". Undoubtedly, the administrative agencies meant 
what they said, but they were impotent to move without 
| the cooperetion of the enforcing agency. AS a consequence, 
the N. I. R. A. and the codes promulgated thereunder were 
jettisoned by the relative inactivity of the enforcing 
agencies. 

Enforcement of the cedes, 
including th3 petruleum code, therefore, bogged down 
largely because of this conflict, the unwillingness of 
enforcing agencies to proceed, the impossibility under 
the circumstances of effective enforcement, the endeavor 
to accomplish too much under the code system, the wide- 
spread delegation, and in some instances seizure, ef 
authority, and political pressure from pressure groups. 

Perhaps, of these several 
contributing causes, the fact that more than was practic- 
able was attempted in the wey of the improvement of the 
functioning of competition was the chief cause; code 
provisions often beceme as unenforceable as the prohibition 
law, end, consequently, bore with undue severity upon those 
who tried to observe them. 

For example, the petroleum code, 
adopted as a result of the N. I, R. fe, covered, as we have 
said, all phases of industrial operations, including 
regulation of wages and hours, production, refining and 
merketing. As a result of the attack on depression cver 
such a wide front, fundamental problems casing the 
Cifficulty were often forgotten. The petroleum code never 
quite “stayed put". It was changed practically from day 
to day by emendments, modificetions and interpretations of 


provisions. As a result, it became in a relatively brief 
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time an incomprehensible jargon No minor dislocation 
was too trivial for attention, and often minor dislotations 
resulted in code amendments, Companies endeavoring to 
abide by the code were unable to keep their field forces 
currently advised of the changes. (ften by the time 
changes reached the field the changes themselves had been 
in turn modified, altered or repealed. Changes flowed 
from Washington with such rapidity thet field forces became 
discouraged end sometimes gave up trying to keep track of 
them. 

But this situation was not a 
fault of the law or of codes originally promulgated there- 
under. Some codes expressly permitted modifications of 
provisions, although they did not permit of wholesale 
amendment or other alteration, Amendments enlarging 
obligations were perhaps due to two factors: Tirst, 
the intense activity of pressure groups, and second, 

a psychology that administrative authorities, particu- 
larly in government, had been empowered to run the show 
pretty much as they pleased. Neither the Law nor its 
under-lying philosophy contemplated this activity. 
Nevertheless, it is an undeniable fact that sometimes 
there was far too much government dictation am too little 
consultation with business; the partnership was too 
one-sided; eventually business became suspicious and then 


pugnacious. 


Of course, this was not true 


of all codes or code authorities. Similar experiences, 


however, led to similar difficulties in some other industries 


and, as a consequence, the code system was in a state of 
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chaotic breakdown at the time the system was nullified 
by the decision of the Supreme Court holding certain phases 
of the National Industriel Recovery Act unconstitutional. 

One cannot absolutely condemn 
the N. I. R. A. or the code theory on the limited experience 
of that law. That experience taught many lessons, Among 
those lessons were these: first, that power not expressly 
grented to government should not be exercised 3; that too 
much power should not be grented in the first place; 
secondly, that fundamentals should be the basis of ection; 
and thirdly, thet fact should be isolated from opinion, 
and action taken accordingly. There is little doubt that 
good as well as bad resulted from the code system. Any 
realistic view compels the conclusion that its underlying 
philosophy cannot be arbitrarily discardeu,. 

The necessity still exists 
for findine techniques for dealing constructively with the 
maladjustments of competition and not merely vroceeding 
against the fraudulent and oppressive aspects of its working, 
which are themselves unlawful. We again heve the problem 
of a technique toc deal with. While that technique should 
not be the same as was developed in the N. I. R. A.,; never- 
theless there is much that is useful that can be derived frcm 
the machinery and experience of that experiment. 

Now after the kind of administration 
that we had in the Netional Industrial Recovery Act, - and I 
am not trying to be critical because if there is any one thing 
that I do believe in it is that we must find a technique to 
make the competitive system workable at its best and I shall 


come to that in a little time, but there were those two 
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philosophies which were constantly in impact one upon the 
other and as a result the thing just never had a chance to 
do its job and after the code went into the discard those 
who believed in, I imegine, the competitive system went 
rampant in their accusations of monopoly, YOUR COWME LV: 
so they said, ‘was honeycombed with monopoly. The NelsReA. 
had built these gigantic monopolies." 

I was rather emused not long ago 
in reading from a magazine which is published by the school 
teachers of New York, it is celled "Classroom Boners" and 
in this little book they insert the answers of students 
that amuse them, answers to questions which were propounded 
and in an examination which was held in September of this 
year, called the Regent's examination, one of the questions 
which was propounded to the ninth grade students in high 
school was "what is a monopoly"? There had been a lot 
said in the newspapers about that, quite a little, and his 
reply was this: 

"aA trust or monopoly is a large firm which is looking 
"forward to better business in the near future." 

well that is the state of mind 
at which we have arrived in respect of that subject there. 

Now I want to deal for a moment 
With the general question which I raised at the beginning of 
this discussion. 

We have said that if there is to 
be government regulation of industry or prices there should 
be (1) a government possessed of power to regulate success- 
fully, (2) the necessity for taking such action, (3) the 


application of a method which would eliminate discovered 
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evils, improve existing conditions and prevent the 
production of other evils, and (4) a certainty, not a 
speculetive surmise, thet the method thus selected will 
do a better job of improving the economy than a state of 
freedom would do. 

In connection with these 
assertions, we propounded these questions: 

First: Is government qualified 
and able to regulete industry es successfully as the natural 
laws of trade now do it and have done it? 

Second: Voes a provable necessity 
for the regulation of any phase of the petroleum industry 
in Alberta exist? 

Third: Is there a method of 
regulation which will be more effective in improving the 
economy than private enterprise has been and now is? 

Government, for the varicus 
reasons previously stated, is not qualified and able to 
operate, control and regulate industry as successfully 
as netural laws of trade now de it and have done it, when 
the method employed is such thet government substitutes 
itself in the role of mansger of business. Government's 
proper role is todeclare, through law, the rules of 
competition and to act as a referee in seeing that those 
rules are enforced. When government steps beyond this 


method of reguletion it becomes impotent to effectively 


handle the situation. 


Another factor that creates 
this impotence is that government management of business 
often requires the isolation of the area over which govern- 


ment has jurisdiction. Partial isolation, through import 
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tariffs and commercial regulations, did not provide 
immunity either to the United States or Canada to the economic 
depression initiated in 1929, liven a greater degree of 
isolation by means of higher tariffs and more restrictions, 
would have had slight effect under the ciréeumstances then 
exisving; provided eny commercial contacts with foreign 
markets remained open at all. the only possible chance 
for economic isolsetion to succeed in maintaining business 
prosperity, and the maintenance of business prosperity must 
be the objective of government interference, would be for 
each country to shut itself off completely from all conm- 
mercéeil and financial intercourse with other countries and 
also to control its own internal affairs so that no serious 
maladjustments could occur. This obviously could not’ be 
done if the government attempting it did not have the rew 
materials neaessary for its economic existence, Alberta 
does not have all the raw materials, including petroleum, 
that it needs for the Canadian market. This is reductio 
ad absurdum. 

Government operation and 
government control wherein the goverment attempts to 
manage business are-not workable methods when viewed from 
the standpoint of results attained. The evidence submitted 
to the Commission proves beyond doubt thet the people of 
nations operating under a system of free competitive 
enterprise enjoy a much higher standard of living than 
the people of nations whose economy is based upon the 


theory of dictation and force. 


The performance of the 


petroleum industry has been but a part of that system of 
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free competitive enterprise which has created in North 
Americe the highest stendard of living in the world. The 
people of the Unitec States and Canada enjoy the use uf 
more of the fecilities availeble than elsewhere in ths 
world at lower cost. It is often said that in these 
troublous times the world must choose hetween democratic 
end autocratic institutions, that the nations must choose 
between freedom and dictation, but when one reviews the 
record of performance under the two systems, it becomes 
extremely difficult for those uf us who live in North 
American to 3ee how there can be more than one choice, 
Ae we see it, there is no alternative to fresdom, 

fexas Canadaeasks for nothing 
more than an oppurtunity to compete under conditions where 
the aedvantege goes to the competitior which constantly 
improves its products and endesevors to better serve the 
DULL Cs The competitive system of free enterprise has 
proved that it is by far the best system for public well- 
being in existence anywhere in the world. To change that 
system and to endesvor to supplant it with schemes of 
various kinds for government control, practically all of 
which have been tried time and time again without success, 
is to take a backwcrd step. Such a step cannot be ta&en 
in the neme of reform, as reform contemplates improvement. 

A great inglishman had this to 
sey one time, one hundred and fiTty years eeoyandvit) 2s 


as true tocay as it was then: 


a The path to happiness for nations 
‘ond men does not lie in sweeping innovations; always 


"it Lies in doing justice to the past, in welcoming 
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"what it has achieved as ‘an entailed inheritancet 
wand even in thefhourvot ireform, in carrying it 
"through in a spirit of gratitude and reverence toward 
"existing institutions, which are not to be remade by 
"the energies of a single generation of radical 
"reformers, however ardent their passion for human 
"happiness may be." 
Freedom is not simply a byword; 
it is both the means and the end to the establishment of a 
virile and energetic people. Without it nations have not 
done and cennot do as well. If there be any lesson of 
history well taught it is this lesson; the seizure by 
government of the functions of business is a certain road 
to the paralysis of progress. 
the democratic concept of 
government is that government employees and government 
representatives are, in fact, the servants cf the people 
and not their masters. Business executives, likewise, 
are public servants. They desire to serve the publics 
well by effecting improved living standards, Hnlightened 
self-interest dictates such a policy. Ga ernment executives 
and business executives, then, must not wage an unceasing 
battle to dominate. Domination in the last analysis is 
a matter of principle - nut a scheme for the ascendency of 
particular men. 
she principle which must 
dominate is the principlé of freedom - freedom within the 
boundaries of appropriateregilation for the public good. 
Government regulation, then, 


should be confined to insuring the freedom of fair and 
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open competition together with the protection of the rights of 
bind parties. For ali concerned, the compctitors, employees, 
employers, consumers and the public, regulation and control 
are inherently different. Regulation functions from the 
outside, fixes in advance the rules of conduct. and shoulc 

deal impartially with all. Control penetrates into the 


interior end becomes a part of managerial authority. 


( Go to Page 16,135 } 
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When government control 
of business enters, -the effectiveness of private management 
43 impaired, Lf not. destroyeds Whenever regulation 
of oiterprise is imposed by government it should bs 
_ imposed in specific, express statutas and administered 

in so far as possible by the established oxecutive 
department of government. Any necessary special agoncies 
should be given a minimum of administrative latitude 

and should be required to exorcise administrative dis- 
erotion by the issuance of spocific regulations with 
_>pportunity for public hearing thareen. Regulations 
_issued by special agencies and the administrative 
rulings of both. executive. dopartments and spectal agencics 
of government should be subject to adequate judicial 
review of the law and the facts by the established 
Judicial departments of government’ 

Government should not 
attempt by compulsion, inducement or threat to ¢ontrol 
the kind or quantity of goods and services to be 
produced and distributed to the people beyond neasures 
required ito insure tair, free and open competition 
and to protect the public health. State controlled 
enterprise has in all instances where tried failed to 
reech the peak of well-being that private enterprise 
has reached. The inevitable result of drmination 
by men Whig VOBSSaB neither the experience nor the 
knowledge to make the system function well. 

Government operation 
is not ea workable method. . Government control wherein 
the government attempts to manage business is not a 
workable method. _ The only method, in fact, which in 


Trevious experience has worked to any extent has been 
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that method where government has established rules of 
eompetition and has acted as referee in their enforcement. 
On our past experience, therefore, we can look forward 
to the improvement in our social order if and only if 
government accepts the workable role, proceeds through 
the accurate acquisition of knowledge to change the 
rules of competition as conditions require without in 
any way endangering the fundamental coneept of free 
competition and private enterprise. This method 
can and shoule be applied to the petrolsum industry for 
two reasons: 
te ihe erroneous rules of property under whish 
oil anc gas have been produced UNG iiviewy 
recently do not permit of orderly competition. 
L's Competition in addition to being free and open 
must also be fair. Because of the vices of 
the competitive system previously discussed, . 


fairness of competition is sometimes impossible. 


vurthermore, the 
laws designed to assuro fairness of competition are 
Sometimes enforced in such a way as to lead to an 
every-men-for-himself competitive system Hees ues Go> 
operative activity through sueh an enforcement policy 
is discouraged. 

By a long, tedious 
and laborious process, the American economy has been 
“approaching the ideal under which competitive enterprise 
has been required to abide by reasonable rules imposing 
upon competitors an obligation to conduct their husinsss 
; 


fairly, ie should not now throw this overboard. Je 
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Should not be forcefully thrown back to the law of ths 


jongle. 


In considering the 


competitive system, we should keep certain fundamental, 


realistic facts in mind: 


ue 


Je 


Compe tition has many virtues. It ereates 
competitive pressure which imposes upon all 

the competitors alike a healthy compulsion 

to better serve the public by the development 

of tochniques for constently improving pro- 
dyetion and distribution methods and constantly 
improving commodities at constantly docreasing 
prices. 

The competitive system also has vices. Unhsalthy, 
uneconomic and unfair competitive practices of ten 
worm their way into the competitive system 
Beonomie imbalanec is thus produced. Competitive 
abuses take their place alongsidc the competitive 
virtuese 

Co-operative activity likewise has its virtues. 
Very often the only way that competitive 

abuses can be eliminated is by co~opocretive 
activity.e Thus when the competitive abuses are 
eliminated by co-operative activity the 

economie and social order is improved by the 
restoration of economic balance. 

Co-operation also has vices. These vices evidence 
themselves in (a) monopoly, (b) the freezing 

of business and (c) the consequent sliming tion 


of competitive pressure. 
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Se what we need, therefore, is 4 teehnigue which 
“Will combine the virtues snd eziminate the 
vices of both competition and co-operation. 
ON einstein we Should endeavour 
to improve a free open and feir competitive system by 
@ continual search for techniques for its improverent. 
4S and when these techniques are discovered they should 
be made the rules of competition under which government 
would assume the oblig- tion of enforeenent. 

The design of the law 
in so fer as possible shoulc be such th: t business men 
can knot in advance Whether or not their contemplated 
activity will or will not violate the law. 

One method whereby this 
eould be attained would be by amendment of existing law in 
Such a way as to perait concerted activity through egrese- 
ments epproved by the governuent in advance under Which men 
acting in the performance of such an agreement would enjoy 
immunity during the time that the agreement remained in 
full foree and effect. 

cuch agreements 
should not be approved under any circumstances unless 
preceded by appropriate notice anc heering. They should 
be fully debated and their necessity under existing circun- 
stances clearly provec. The proponent of such an agree- 
ment in requesting its approvel should present to the 
government agency having jurisdiction sufficient eco: onic 
facts to warrant that agency's making a finding that such 
agreement, if promulgated, woulda be reasonable anda in 


the public interest and therefore not violative of anti- 


trust laws, 
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If such a technique were 
adopted and if it be a fact that excessive facilities, 
for example, exist in the distribution of petroleum 
products, the excess could be eliminated in that way. 

The elimination, in such a case, would be from choice 

of thse owners, not from foree of gavernmont. Ef forts 
could be undertaken to eliminate such -competitive abuses 
as mignt arise. Likewise, efforts to eliminate economic 
dislocations by the restoration of balanes for imbalance 
in the economy could be attempted. 

There may be other 
and better techniques than this but any technique should 
ineorporate within its boundaries two fundamental 
principles: | 

Le An honest offort to improve the competitive 
system of free enterprise; and 

Ae Co-operation, rather than antagonism, between 
government end business. 

Now this declaratory 
judgment concerning the validity of the agreement, the 
method that I have suggested, is one that is initiated 
by business men who feel the impact in their daily lives 
of every economie disLocation that occurs. Unitization 
should reside where those economic dislocations are felt. 
It does not require the establishment of any new Board.We 
have enough governmental agencies to administer a thing of 
that kind. It is a scheme that would do these two things 
that I have just mentioned; it would lead to the preservation 
of a system of free competitive enterprise conducted fairly; 


it also would involve co-operation between governments and 


business. 
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THE CHAIPMAN: | ir. Ray, what advantage 
do you see in, speaking of the parties.as industry on 

one side snd the government on the other, of putting tho 
bane of your disépproval upon an intervening body. As 

I understand your argunmont, this phase of it, you agreed 
that thez should be rules of competition? 
(ie HAY? Undoubtedly. 

THE CHAIRMAN: You agree that there 
are vices as well as virtues in the competitive system, 
and to that end that there should be governmental rues 
that will make for the advantage of the industry as well 
as those who have to do with it; and that the government 
having made such rules should limit itself to acting as 
referees to see that they are carried out. That is, as 

I appreciate it, your position on this point. It strikes 
me, and I would like to have the benefit of your visws 
about it, why you shrink from an intervening body that 

is one that is informed, because it is close to the 
industry; as distinguished from an uninformed legislature 
dealing with your problems. 

Cit og s,s Oh no, do not misunders 
stand me for a minute. It is not that sort of thing. 

You have misunderstood my point of viele Here is my 
point. You do need a governmental agency that is qualified 
to pass upon these agreements when they are presented. 
That agency, whatever it is, must bo composeGc of men who 
Will take objoctive views of things. for that reason 

I would impose upon the proponents of an agreement the 
absolute burden of proof, to prove that the agreements 
proposeé gre in the public interest. Nov as to the 


agency. Why another one’ ‘e have got agencies of 
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thst kind, 
THe CuarRwl: whet are they? 
MRe RAY: One is Mr. Frewley's 


job here. He is charged. I think, with the responsibility 
for the enforcement of the anti-trust laws in this 
Provinee. aren't you? I do not know. Maybe we ought 

to be talking to the Dominion. I rather think we ought. 
But the =gencies charged vith those laws, tho ones that 
are designed to regulate our business affairs, and parti- 
cularly ts proserve the competitive system, aro already 
in existence. oie oe body that is alre:dy in existence 
is the Ministry of Trade and Finaneo.s. Don't you have 
something of that kind? 

eS Cae ee i ae Trade and Industry. 
Wa. RAY: we have in the United 
States a Dopartment of Commerce and yet with that agency 
already in existence ve went out of our Way to ereate 

e Federal Trade Commission. I think that was just 

Qa surplus. ‘.e did not need it. e@ have enough govern- 
mental agencies. Let us keep the cost of governiient 

down by having fowor. 

THE CHAIRMAN: Yes,of course, but the 
fact 18...e.e. 

MR. RAY: i. doenot shrink?’ from 
having government co-eperate. I do shrink from having 
industry by industry by industry boards. The first thing 
you know you will have throe hundred boards at an 
additional cost that will be staggering. 

THE CHAIRMAN: Yes, of course, but 
any evidence before us insofar as it has beon critical 


of legislation and control, whethor having to do with 
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conservation or with other phases of regulation, has been 
to the effect that it has been prepounded by those who 

are uninformed and has been carried out by those who have 
not a full appreciation of the nesds and requirements of 
business; thet it has been ineffective because every move 
by anybocy has bcen without adequate knowledge. And I am 
putting it to you very Soricisl beceuse I am thinking 
very Seriously about it, that when you say you have a 
Department of State, yes. You have Departments of Government 
but they are very much concerned with many problems, of which 
this is but one, and to which surely they could have but 
little time to give attenticn or thought. So it seems to 
mo, as Dr. Froy has said and as you doubtless have read, 
that there might be that intervening cushion of a body 
that was not cut gunning for the industry, but seeking to 
serve it, while keeping a watchful eye on the public 
interest to see that wherever tho government acted it acted 
upon well-informed advice, after due hearing from 
anybody interested before a body that had acquired the 
knowledge so that it understands what was said to them; 

a body wholly independent, divorced from any vot,-catching 
ideas, because it would not be in the least concerned 

with it; and it would be charged with the responsibility 
of seding to it that the industry was protected and 
advanced in every way, just as surely as those who dealt 
with the industry. I do not think you get that from 
departments of government that are concerned with a 
thousand other aes. fone who give but a passing 

thought and who listening to those who talk the Loudest 


pass legislation that might in the end serve the people that 


: a 
aaec eat “aged atin to ‘eogent eth cad xe 


me 


hs abe pee “ol 


avon, veg we iB anud, oyttoe | “iat ved led i ae 
DO Siu * 
wat “pad vabeiwarsl ait 
Pe umlaaer Rese O25) Bares cn ee 
moriboter tate eg “oguaed soa nee 


diemidevo, to ainomtiegoc oved dor 


ah lore aad oF 


Bice: i 


5. a ut ve tte 


, oe nee 


Lowe sad " 


SF eee 
cMene de ae 


6 el 


it One, aot 


iE St aoe 
: 4 


pf t ny Ci £jty Sh 4 
* pe Sipe As * 
‘ ae ano one e Cy RE 3 s 


Se ak bet noe 
Tee cunt ae es eeene ie eo a 
Peis 2 23% ey br ae are 4 aa nd fe Ae aire * 


ie 


9 ee 6 ne 


vi 
| hed. 
Gare sie 
3 OS age ee Be 
rat fe em @- sy 
<<: areal £3 
cy . 


Fines Oy Pry F a e 
‘ jas be ie, ci . 5 ARES Ne 


$i, ub OY Paci wae tos, of ih 


~ Bye y ee 
oa a 


ah Se cD ban 


soni venus ere Feat # fen ine 
Sa Gre ee Oe eee Pear 


tala é Jud’ on a8 ory (na rego 


reed ae 
as os eee to ws 


3 


at aie 
ca pts aay me 


va0R bab 8 


rete a 


Le 


T+3 


~16,143- 
George ‘i. Raye 


it is intended to help, very poorly. I am against half- 
baked legislation. 

Mice rita $ So am Il, very dofinitely.« 
It looks to a flexible system, What I have in mind, 

because it looks to flexible co-operation, and the only 
yucstion in my mind is whether or nut we need any additional 
agencies and there is no way under Heaven, Mr. Chairman, 
there iS no way under Heaven to legislate knowledgs into 
anybody's head. I mean the selection of your Board and 
your desire to have somebody well-informed about business 
conditions, is something that you eannot do by the creation 
Of @ Board. I do not know how te tell you to do that. 

FHE CHAIRMAN: Why not? 

Mr. HAYS: © There is not any way to 
do it, to legislate knowledgu into the head of anybody. 

THE CHATRMAWN: — Why not select somebody 
who has the knowledge. Supposing you were on it, you 
Weuld have knowledge of the process as an advocate? 

MR. RAY: If I were on it and 
dealing with copper, for example, I would know precisely 
nothing. 

THE CHAIRMAN: I am not talking about 
you dealing with copper. But supposing you were on a 

Board dealing with oil, don't you think you would be totter 
informed than most peoplo in the Legislaturc? 

MR. RAY: | I do not know whether 

I would be or not. I have some ideas I have tried to 
advance here. 

THE CHA TAD Ms Well, one hopes you 
would he, otherwise you ure leading us astray. 


MR. RAY’ Iam making three days 
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of pretention. 

THE CHAIRMAN: Vhat I am getting at, 
Mr. Ray, so that we won't be talking at cross—pirposes, 

a Board that is concerneg with this industry is surely 

going to get informed. par exanple, it would bo quite idle 
for anybody in Canada to say that the Transportation 

Board that has functioned for years has no knowledge of 
the railway business. It would be quite idle to say 
that. They have listened to the brightest minds in 

the industry for years and years and yeers end they know 
something about it. 

MR. RAY: They should undoubtedly. 
THY CHAIRMAN: | It would be quite idle 
to say that the Grain Board of Canada knows nothing abou® 
the grain business because they are not actively engaged 
ie Ak. They do, and perhagss those who are most loud 

in the praise of it are those who are in the industry. 

It has saved them the harassment of unformed government 

actijn. It has protecteca them against the attack of 

mi eimed public opirion, which frequently leads to 
legislative action. It has,- in short, servedthose 
particular branechesof the industry well, and is, to 

my mind, in oonsonance with what you yourself are 
advocating. Intelligent Seenleeron to cope with the 
vices of the competitive systom and get all the benefits 
there may be in working together, an enforced working 
together of those who are engaged in that system, 

to advance them as well as to help the public. 

MR. RAY: I think there is a 
better way, and we ate only that far apart. Ian 


going to tell you what the difference is very quickly. 
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I suppose it is because of my training, but I very much 
prefer to have a judicial objective approach to questions 
of this kind, than I would have a group of specialists 
applving their knowledge to it, because specialists very 
often have ideas of their own. They gst ideas of their 
ovn.e I have definite ideas of my own. But if we had a 
judicial determinstion of the guestion, here wo would 

be a group of proponents of a thing coming before this 
judicial mina, that does not know it all. He, therefore, 
has mo particular axe to grind one way or the other. 

The proponents of that agreement must prove its offeet 
in the public interest, and anybouy rho does not agree 
with it is in there trying to tesr it down. Now, on 

the evidence, that man could make up his mind. I very 
much prefer, if there were some way to do it, if some 
kind of a declarstory judgment system in courts would 
pass on the efficacy of these agrécments. I think we 
would get better results, far better resulte by that 
method than we would get from specialists who do 
invariably get prejudices. Nov you ask me if I would 

be any good on a board of thst kind. Now I an not-so 
sure I would. I Live too elose to the industry. 

THE CHAIRMAN: Now supposing we had 
someone representing the industry, someone who might 
have some knowledge of the industry and yet be concerned 
with the consumer's position and in this case determine 
where those things you talk about in the competitive 
world @o not take care of it, that perhaps we are getting 
it much too cheaply, and that you do not create chaos 

in industry. I am suggesting to you, I speak now of the 


personnel because such s Board would only function aswell 
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as the pe#sennel would permit of its functioning - that 
is quite evident.. Now, of course, I entirely agree the 
approach must be quasi judicial. The Roce ane be 
independent. They must have nc Oxe to grind, The only 
Importance of their being informed. .acece 

MR. RAY: It must be entirely 
judicial, Mr. Chsirman, I think instead of quasi. 

THE CHAIRMAN: W6etLL: perhaps soe But 
they must have knowledge to act intelligently. All 
right. Are they going on their own knowledge? I suggest 
NO « “here there is a matter of any importanee coming 
up such a body is surely going to hear, have @ public 
hearing of anybody interested. The importance of their 
having knowledge is only that they may understand and 
appreciate what they do hear. Not a governing bodye 
MRe RAY: Not at all. To be 
given no power at all except to approve or disapprove, 
in my judgment. 

THE GHAIRMALN: And when the legislative 
body gets a report it is not getting it as a result of 
having somebody going into the Minister's office and 
shrieking to high Heaven about what somebody else did 

to him. They are getting sin informed report. 

MR. RAY: Here is where we are 
just a little different againe ‘shat 1 am suggesting is 
not that as a result of the submissions of agreement or 
suggestions that there should be any further legislation. 
The lsagislation should come first. The agency, whatever 
it is, and I think there are plenty of existing agenciss 
that could do this work, would be authorized in advance 
to do only two things: "To approve or aisapprove all the 


agreements submitted to theme" Thet is all. I think 
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you should go no further, because that way you are going 
to have industry coming in with submissions "ve are needing 
to co-operate for the welfare of this industry and of the 
people and this is what we think should be done." Wow 
if they cannot prove the efficacy of that agreement, just 
as in a court the judgment would be "Go home and peddle 
your peanuts. You are here inadvisedly." 

But if they have a 
constructive suggestion, then they would say "That is a 
fins thing. You have shown us that it will effect 
improvements in the economy and Wwe approve," and that 
ends their funetion. That ends their function. 
VR. FRA LBY: sho is that? 
THE CHATRMAN: vhnhat agency? You 
sey there are plenty. Name te one®? 
LA. RAY: “@11 I think the 
best place for it would be in the Ministry of Trade 
and Commerce if you have got sucha thing. 
TH GHAIRIAN: Yes, we have. 
he tn LY: ‘fo have heard all 
about then. 
MR. RAY: Or preferably still, 
I woulda like to have it an application for a declaratory 
judgment by a courte Theat is not a new technique. It 
is working very very effectively where it is being tried. 
THE CHAIRMAN: The Trade ana Commerce 
Department has a price spreads Board par example right 
nowe Do you think it should go there? 
MR efi CLECD: Might I suggest a 
good example, Mr. O'Mara's department. He is in the 
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Secretery of State's office and he is in the department 
administering company law. He is undoubtedly an 

expert. 

THE CHAIRMAN: o cS ‘ie have heard 
Suggestions before of removing this to Ottawa. But after 


all thus far we have the only oil field in Ganada in 


Alberts. 

MR. RAY: T REOW st ete-ere 

THE CHAIRMAN: Thus far. 

MR. RAY: That does not isolate 


Alberts from the rest of this Dominion or from other 
markets elsewhere. 

THE CHAIRMAN: That is right. 

MR. RAY: One of the things I 
was going to come to is that this sort of thing, if we 
really are interested in trying to improve our economy, 
has got to be so far as the law is concerned, Dominion 
wide. If we have a thing of this kind in the United 
Statss it has got to be as wide as the country. Other- 
wise you will have peonle doing things in tnis small 
segment of the economy that might have widespread 
effects elsewheres: It cannot be a thing trat is set 

up in tor limitea a way. 

THE CHAIRMAN: Mr. Ray, you have a 
very different situation in the United States. You 
have not one pool in the United States in one State, at 
One cormer of ar comntry which is primarily concerned 
with the oil industry of the United States. I am 
speaking only of the Turner Valley situations 1 do not 
know anything about your Constitutional problems. ‘ie 


have some heré. This Board has to recognize that there 
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are Constitutional limita tions to what may be done in 
this Province by the government of this Provinee to help 
or harm the industry as the case may bee Hqually, there 
are limitations upon what the Dominion Government can de, 
very grave and serious limitations, let me add at once. 
And if you are only setting up one agency, certainly one 
would be inclined to think, having regard to the respective 
powers of each, that except for those who definitely want 
a laissez-faire pclicy and fecl if they must have somebody 
they want it as far away as possible, I-would sey that 
the State or provinetal jurisdiction would probably prove 
to be a much wider one. But I do not understand industry 
shrinking from the ides, since they know there will be 
regulations that it should not act upon the advice of an 
informed body interested only in the advancement of the 
interests of the industry quite as much as anybody e61se; 
a body capable of hearing pine 6 judicial fashion what 
anybody and everybody has ‘i say ere these regulations 
are set up. Whether they be in respeet of conuservation 
or anything else pertaining to this industry. I am 

at a loss to see why you want to be in the Deputy 
Minister's office with one nen talking to him one day 

and another man another day and the other man the other 
‘day, instead of a body saying “Here is something of 
interest. There is some thing that has come up and Wwe 
want to hear averybody concerned. “.¢ Will hear you all 
next Thursday." 

MRe RAY: My own Sus totenas 

would be, as I say, to go before the courts of the land 
with your proposal, and wherever they have got the 


practice... eecete 
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TIE CHAIRMAN: But courts are only 


econesrned with disputes. 


MR. RAY: and this is a matter of 
Gispute. 
TH! GHAIRMAN: what I am suggesting 


to you is that this be not a matter of dispute and that 

it might be kept out of the realm of dispute. 

MR. RAY: You will never have 
any kind of an agreement - now I am being a prophet, 

but this is based on the past experionce in this industry - 
you will never have any suggestions for the curing of any 
of the ovils in the petroleum industry that will be unani- 
meus. Just remember that. You will have adversaries, and 
there will be disputes, I was trying to point out here 

a little while back in diseussing one of the inherent 
features of competition, and it was this, that the man 
Who adopts a practice believes it is fair. It might or 
might not be fair. The people who are hurt by those 
practices believe they are unfair. An agreement is an 
effort to compromise those two points of view. That is 
just as inherent in competition as anything on earth is. 
You a never going to have the whole industry walk in and 
say "Here is what we think". You are going to have 
disputes. You are going to have to have a referee who 
will resolve thet controversy and I do not know of any 
better body of men in the world than judges who best 

know the technigue for resulving disputes. They are 
Specialists in that respect. 

Tos @GHAIRMAM: yell perhaps such a 
body should be presided over by a judge, and I will tell 


you one judge that won't be there. But I do not know 
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that we are apart really. 

MR. RAY:.- I do not think we are 
mo Principle, at all. I think we are arart only in one 
respect, and that is the simple question: Is there a 
necessity for the ereation of any additional governmental 
agoney? I do not think there is any necessity for it. 

Now to go back to this question of conservation fer a 
minute. Ponservation boards, I think, should be local. 
They have got fields, here is a field in Alborva where 
these men on the Conservation Board can give specialized 
attention to the particular conditions in that field in 
crder to perfect the development of that field accord ing 
to the optimum of , engineering practice. Wow that is 
an entirely different thing..... 

THE CHAIRMAN: why? 

ey RAY: An entirely different 
thing from this other thing. All the things that affect 
the whole economy, by taking the compstitive abuses raised 
here - and they might be just one small factor in the 
effect on the whole thing. It may go back to over- 
pruduetion. Of course, that is a competitive abuse that 
might Lead to 67 1omie dislocation. Here you have on the 
one hand men who are trying to effect an engineering 
principle, the perfection of an engineoring principle. 

It is not an economical matter so much as it is an engineering 
problem for the development of tnst field. 

THE CHAIRMAN: And surely something more. 
MR. RAY: I am going to get to 
that this afternoone 


THE CHALRMAN: The matter of equities is 


affected very seriously. 
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MR. RAY: Undoubtedly. 
TH CHAIRMAN: You think there should 


be a Conservation Board? 

MR. RAY: I certainly do. 

THE CHAIRMAN: You do not think that 
should be determined by the Minister of Trade and Commerce? 
MR. RAY: NOL SU, lO abot. ee 
think we are dealing with two entirely suparate and 
distinct problems. 

THE CHALRMAN: Why should not the 


Conservation Board? 


MRy RAY: Be the ageney? 
THE CHAIRMAN: Be the agency? 
MRe RAY: | It is an existing agency 


and if it couhd handle the two separate and distinct 
problems effectively I would see no objection. 

THE CHAIRMAN: “hy not? I mean it is 
an agency already established. Why should it not be 
coneerned with not just one branch dislocated from other 
branches of inguiry in connection with the industry? 

MR. RAY: It certainly is 
preferable, as I see it, to the creation of any additional 
agencies, if we have an existing agency that could handle 
Pte that is the only point. i would not create mors 
because of this fact, we have enough expense of government. 
Tere are too many expenses,as a matter of fact. We do 
not want to go out and create a lot of new, if we can 
utilize what we have got. we have got to economize to that 
extcnt. 

THY CHAIRMAN: Well you have industry 


on the one hand. You have the publie on the other and you 
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have a government that rightly or wrongly might be expected 
to intervene now and then. If, for no other purpose than 
to set up regulations that you say are necessary, and to 
eee that they are carricd outec.c- 

Vine RAY: Eo, I am not giving any 
agency and I would not give any 3sgency that I know of any 
power in this particular scatter. ‘hen I am talking 

about regulating, I want them simply to apply a judicial 
mind to the ascertainment of whether or not an agreement 
Submitted to them and initiated by industry is good or bad 
for the national economy. That is all, and I would go no 
further. 

THE CHAT RIAN: What dogs thet matter 
whether you call it agroemont or not? The industry suggesis 
regulation. That is all it comes down to does it not? 

VR. RAY: You mean that the 
industry suggests certain rules by asrecment among then- 
selves that they consider would be helpful to thse industry. 
THE CHAIRMAN: Fair rulos governing 
competition. 

MR. RAY: I do hot want to get 
into a pkay on words as to whether it is regulation or 
what it is. The agreement would have to be enforceable, 
98 an agreement. 

THR CHAIRMAE: And I do not want to 

Me tederstand you on the word “agreement". If we are 
talking about the regulations 2overning competition, they 
have to be aia the sanetion of legislation action 

either by being the basis of legislative enactment or 


by being put into.....-- 
MR.. RAY: Not at all. 
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THE CHAIRMAN: | The hands of somebody 


that makes regulations. 

MR. RAY: That would ruin the 
whole system, the very minute you start making these 
things as inflexible as lsw, and you have to go to the 
legislature for specific approval of agreements you will 
never find an end to that. That will never work. It 
won't be workable at all. 

THE CHAIRMAN: AlLiopvient.? a at 
macaned’ tO taink thet 1s: so. Team trying to mtindvout 
What precisely you are proposing to do? I am inclined 
to think that you should not. But when you talk about 
agreements being approved of, Te not know what you 
mean. Because agreements between re are eapable 
of being set aside the day after they are written, and 
that is not my concept of regulations. Regulations 
can be changed too, but they are only changed by the 
body that makes the regulations. Therefore it is not 
to be expected they will be changed in the afternoon of 
the day they are written. 

MR. RAY: It is ell very simple 
to have the judgment of, approval stipulate they shall 
eontinue to be in full fores and effect between the 


parties until disapproved upon application. 


MR. FRAWLEY: | There will heave to be 
a law. 
MRe RAY: The only law that stands 


in the way of things of this kind, the only one is yeur 
anti-trust law today. And it stands in the way only because 
of its obscurity. I have not the slightest doubt that if 


an agreement is made and co-operative action.taken, which 
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is in fect in the public interest, thet industry can do it 
already under the cases.s The only difficulty is they won't 
do it because they are not sure. Kkow, all in the world 
this suggests is that you get judgment before rather than 
after the fact of agreement. 

MR. COMMMISSIONSR LIFSETT: It seems to me, hir. Ray, 
that you have not covered at all the case in the first 
instance where it is impossible for the parties to reach 

an agreement anc secondly that you have not provided for 
the case where the complaint or the desire for the agreement 
does not arise within the industry, but arises from a dis- 
Satisfied public or a dissatisfied eonsumer. 

MR. RAY: You mean where 4 group 
of consumers come in and they think something should be 
done about what? 

MR. COMMISSTON LIPSHTT: About anything, monopoly 


or price or anything else. 


THE CHAIRMAN: Let us say price. 
MR. RAY: LI think I have already 


pointed out, or if I have not I have certainly wasted an 
awful lot of your time and mine, that the prices in this 
industry are already and always will be so long as you 

have competition, fixed by the natural forces of competition. 
They ave natural prices. Now the only time you will 
get prices that are either toc high or too low ina 
competitive market,is vhen you have economie dislocations. 
Tir CHA LRMAL: | Not at all, ir. Ray. 

One other thing you advocated was that taxes were too high. 
MR. RAY: I agrece 

THE CHAIRMAN: The consumer has a perfect 


right to say "My gasoline should be 7 cents less." 
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MR. RAY: The consumer can do that 
today.- You do not need any board for that. Ths consumer 
can walk in today and put up an awful shout about the 7 
cents tax. He can do it this minute. He ean go to his 
representatives who really in the long run have to do some- 
thing about it. You cannot reduce revenue without legis- 
lation. You cannot, to save your soul, any more than 

you can raise it. 6 do not need a board to whom to 
complain about existing taxation. 

THE CHAIRMAN: No, but if you want 

your complaint to have much weight you had better have some 
body whoSe voice will be listened to. 

MR. RAY? I cannot agree with that 
for this reasonecceces 

THER CHAIRMAN: That is the government's 
daily job is to listen to idle Gomplaints. 

MR. RAY: I told you this morning 
in the Uniteé States taxes were getting out of hand, and 
industry had to do something about it, and consumers had 

to do something about it. Did they organize a Board? 
They did not. They complained directly to the Legislature 
in such foreo, by good substantial organizations, that the 
taxes stop, that increase and diversion stop. They were 
listenod to. I mean, they started twu, threo or four 
years ago, and if you review the history of taxes in the 
United States you will find that that was a very effective 
method. Yon do not need a Board for that. 

THR CHAIRMAL: Let me leeve something 
for you to think over during the lunch hour if I may. 
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you are now saying, this Commission has been sitting 

for a long time and the reason behind its appointment, 

I think - I am not sure - was a resolution that the 
Legislature of the Frovinee of Alberts passod - and 
again without attempting to speak with knowledge or 
with accuracy - may I put it to you that perhaps the 
reason for the Legislature passing that resolution was 
because there had been a publie outcry that the oil 
companies of the country were charging the public too 
muche Now if, if...-... 

MR. RAY: Is that a question 
that I am supposed to answer later on? 

THis CHAIRMAN: Ho, but listen for a 
moment. If the submissions you have made before this 
Commission are sound and are to be accepted, a body 
capable of understanding them and whieh had to report 

to the Legislature would have had some of those submissions 
placed before it during its Sittings, and there would be 
no need for the Inguiry which we have been holding during 
the past year. Now just think thet over during the 
lunch time. 

MR. RAY: : I submit that you are 


the man to answer that. 


(The Inguiry was here adjourned to be resumed at 2:15 P.M.) 
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THE CHAIRMAN: All right, Mr. Ray. 
LiRe RAYS I think before the Com- 


mission rose we evidenced some disagreement and in 
order to dake my position entirely clear I want to go 
back a minute and restate the problem and I think then 

I will point out the impediment as I see it to the thing 
which you have questioned me about. 

First, competition has 
virtues; secondly, it has vices; third, co-operation has 
virtues and also vices. 

Now what we need is a 
technique which will combiae these virtues and eliminate 
the vices of both competition and co-operation. 

Now what is the impeding t 
to the solution of our problem? The necessity of a 
technique is our ppoblem. How do we get it? How are we 
going to combine the virtues of competition and co- 
operation? It seems tc me that the one oustanding imped- 
iment to the acquisition of that technique under the law 
as it Hb stands is combination and the ;rychology of 


business men concerning its application. 


I think I stated when I dis- 
cussed a few moments ago the anti-trust system that the 
one possible thing that they presented in the way of a 


problem was the fact that they were obscure, practically 


» universally admitted, that they need clarification. 


Wow that is our impediment. 


I want to leave that for a minute and I want to get into 


a discussion of this consultative Board and I think that 
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I should again call upon a little bit of experience 
whic: I have had in respect of Boards of like charactef 
elsewhere and tell you where I think they have failed; 
just draw on the wealth of information which we have 
and see if we cannot do better in this Province. 

First of all we do have a 
consultative Board in the United States. It has been in 
existence since 1914. The Fetgeral Trade Commission. 

The Federal Trade Cormission 
has not, in ail of its years functioned to eliminate the 
competitive abuses in competition. Now why? Well in the 
first place the Federal Trade Commission was an adminis- 
tretive, quasi Judicial Board appointed for the purpose 
of administering an act that prohibited unfair compete 
itive processes and how could it function? How could a 
Board of that kind function? 

First of all John Doe thinks 
that something that richard Roe is doing is a competitive 
abuse Ox an unsound economic practice. John Doe files a 
complaint with the Board. The Board them advices Richard 
Rce, the party complained against, with respect to the conm- 
plaint on such a date for hearing of that complaint. After 
hearing, if the Commission in its quasi judicial capacity 
comes to the conclusion that en unfair practice has been 
used by John Doe, they issue what is called a "Cease and 


pesist Order". That order requires John Doe to discontinue 


the use of the practice in vogue. 
The Statute also hes pro-= 
vision that theve shall be a judicial review of the Com= 


missions findings. As a consequence, John Doe under the 


nN 
. 


Be 


ae 


+ 
= at 
ee : 
alert 
ae sia 
a--t : ; - 
ay * 
s 
: . Foust ¢ 
Breed 
= : 
' 
. Rf ‘ 
= 
es 
u 
ad net 
' 
: 2 Pe. 
Ce ee 
~ 
3 7 ‘ vs 
oo | a - 
=, : se pies 
ing bec 
= Sc 
sind 
~ed 


. 
Sey 
my 


AS oe! 
3 - 


ak 
ERs 
Kf 


oa 
m4 

ee ey 

ce 

Sa Sem; 
> 
f 


oe Sees 
RES: , 
’ 


ee, 

ae 

7 

Mee 
pris 


rs i 
Cr 
& 
en : 
«4 sa 
4 
3 
i 
“ pics 
rv - 


oe 

as 
aa, ~ 
oh 


e SS 
as 
“se — 
sae 

ie _, 

. “el. 

c 

as 

_ : 
Sak _ 


ns ‘ 


‘ev 
ceot 
¥ 
Sms 
> 
a —~-* 
i | 
hia oa 
e : 
af 
ey 
shee, 
ere 
ae 
' 
he 
Manco 
~~ 
rnp 
i) 


a 


George We Ray 


04 


%Z 
VY 


= 466 airs 


circumstances, takes an appeal from the findings of the 
Commission direct to the Girouit Court of Appeal for his 
particular circuit. That is the Court. in the United 
States under our Federal Judicial system that lies be- 
tween the TrialCourt and the Supreme VUourt of the United 
States. 

There the Circuit Court reviews the 
matter de novo and if they agree then the judgnent is en- 
tered. ; 

Af course John Doe again can 
appeal to the Supreme Court from that judgment and ul- 


timately a decision is reached. Now what does that do? 


That is the part in thet process which I have been talking 


about a day or two ago, for the crystalization cf law and 
practices so that men night know in advance whether or not 
the things they contemplate doing would or would not 
violate the law but that process has been slow, it has been 
very. slow, the Federal Trade Commission recognized that it 
wes,a slow and an all ton slow process, so in due course,,. 
about 1919, they evolved the practice of holding what the y 
called "trade practices conferences". A conference of that 
kind is called as a nesult of the receipt of a multitude of 
complaints respecting a yarticular industry and when 
that trade practices conference is called notice is sent 

out to every unit of that particular industry. A Hearing: 
is held. sAn effort is made in that way to evolve codes of 
ethies,rules of competition if you please, quickly, more 
quickly. An effort to speed up this crystalization of the 


process I was talking about,. but,. but, and here is the 
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| rub, here is the rub, is that kind of effort, whether or 


not sanctioned by a body of the Government, a reasonable 
or an unreasonavle restraint under your anti-trust law, 

in the United States, the Sherman Act, in Canada under the 
Combines Pee, 

It is a question now before 
the Court. It has never been solved. 

You still have the impedi- 
ment of your Combines Act and the fear arising from the 
prhibition stated in an obscure way, of uwreasonable 
restraints of trade that prohibits or that keeps men from 
taking an appropriate co-operative action when it is re« 
quired. Wow we have, as I pointed out just before the 
Commission rose, another experience of that kind; the 
National Industrial Kesovery Act and I pointed out to 
you that although the administrative authorities under 
thet Act were supposed to be consultative in character, it 
did not turn out that way. It did not turn out that way. 
Now you saw Dr. Frey heres Dr. Frey is an extremely sen- 
sible fellow, an extremely sensible fellow but what did 
he say about that code? Why, ordinarily the man in a 

Board oe ttiat kind would rather do nothing than to assume 
responsibility for action. Now that was one of his 
reasons for not wanting to have any kind of directional 
powers in the Governmental Boards 

Now we get along a little 
furthere A Board that really did not have any of the 
authority thet the Petroleum Administrative Board actually 
seized and employed, points out to me anyway a danger in 


having a separate distinct agency of that character. Those 
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agencies do not like the idea of having no authority to 
do things, and the first thing you know, whether they 
have it or not they take it and you have a collapse of 
the system but even so, even so, you still have out+ 
standing the one Dig impediment ta a proper cosoperative 
action, namely the Combines act and the psychology of 
business men in respest of that Act. 

Now you simply have to go 
back to the source of the obateu ober ns iy suggestion 
this morning was this = under the creation of a Board and 
with power to do nothing, I think that would be unwise, 
we have found that to be the case and I stated the reasons 
Por Thay, > the simple expediency of doing a simple 
thing and thus removing the one impediment to co-operative 
action, is an express amendment to the Combines Act which 
will expressly permit of the taking of co-operative action 
when and 2s and if the industry believes that such action 
is necessary to ces the conditions that confront it, and 
get a judicial declaration in advance that the kind of co~ 
operative action which they want to take is proper under 
that law. } 

Now unless you approach it 
Be eo giRen tion Tcum inks i positive as I stand here, 
that you simply ene not pois to get rid of the vices of 
eS not Jor a minute, as long as you have that 
impediment outstanding against it. 
THE GHSIRBAI : All right. Granted the re- 
moval of the impediment, do you depart from the view that 


you seldom get agreement anongst competitors. 
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Mine RAY: No, I do not depart from 
that. Let us remove the impediment end then we have 
this---=+ 

THE CHALRWAN; The further impediment that 
an unscrupulous competitor will not agree. 

MRe KAY: That is quite right and I 
was going to get to that this afternoon but I have not 
yet quite got to it. 

Of course another one of 
the things which we learned under the system of the 
National Industrial Recovery Act was that when you have 
rules that the unscrupulous will not obey, that those 
rules bear very heavily upon the obedient. Now there is 
no question about that and that is a very great big 
problem, how to get at it. 

THE Ci: AIRMAN: You should nat make any 
rules if you are not prepared to see that they are car- 
ried out. 

Lis RAY: So it seems to me that 
this is a possible suggestion that when an industry, 
particularly when the vverwhelming majority in the in- 
dustry are willing tc take a course for the correction 
of an evil and that large majority agrees, then *he 
agreement should be for the time that it is in effect 

a rule of competition for that industry and if a part<- 
icular unscrupulous competitor, as you say, will not obey 
these rules, these rules nevertheless are a standard by 
which the conduct of the people in competition can be 


judged and you have a definite, specific standard so that 
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your governnent in the enforcement of these rules can 
very well say "Now you either obey or we are going to 
prosecute you for the use of competitive abuses", and 
I think that that is about as sound a position as you 
can take. JI do not know of any better method anywhere 
in the world that we could get to it ina hurry, that 
would be a better way and that is the thing we are afters 
TH CHALTRIAN : The thing remains yet, | 
that from the beginning to the end of the Commissior in 
its long sittings we have invited the industry or 
their representatives appearing before us to put forward 
any suggestions that would be for the benefit of the 
industry when translated into regulation or enactment or 
anything of that sort, anything that the Government of 
this country could do that would be to the advantage of 
the industry as a whole. Now there is no fear of pros« 
eGution ettached to their presenting to this Commission 
any single regulation or any single law that would benefit 
the industry. We asked that we be told ubout it, and we are 
concluding this Commission without a single suggestion 
from any company. 
WRe RAY: ell I just made one, I have 
just made one. I think that this Commission, and I am 
going to give you some nore. 
THE CHA IRMAN: what is the regulation or law 
which you suggest. 
MR. RAY: well I suggest the competiti ve 
system as such in its power of regulation is the best reg- 


ulator you can have but you must have in this country, and 


every country for that matter, a recognition of appropriate 
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co-operative action. Now nobody can tell you what that 
co-operative action should encompass. It should en- 
compass the abuses as they arise. Now I think in most--- 
THE CHA TRAN: If you can make an agree- 
ment with each other, why carnot you each tell us what 
you think should be done. 
MRe RAY: whut we agree about. 
THE CHAIRMAN: Yes, quite so, name your 
abuses and your proposed agreement to remove then. 
MR.» RAY: Now those things are 
flexible. They are not always things you can specify. I 
think long since our laws would have had a particular 
bill of particulars-~-- 
THE CHATHiuAN: If you can nake agreements, 
you would have to specify then. 
wR: RAY: Undoubtedly, and it would be 
the result of a comprehensive study of the situation as we 
find it. I can tell you what have been in the codes in the 
past. There have been a lot of them, some wise and some 
unwise, and we have learned a lot of things but I can openly 
speculate about it. 
THe CHA Thisa N; PerheaPs codes are not de« 
sirable, I do not know what conclusions we will come to 
or what ee Ne will state, but we have certainly 
invited the industry to tell us what they thought-. 
MRe FRAWLEY: What makes the code, it is 
completely beyond me, my friend speaks about something 
upon which to found a prosecution, now who would prose: 


ecute and for what, and the violation of what law. 
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MRo KAY: well now here is the anti- 
trust system in your country. 

Like FRAWLEY: Yes. 

Re! FUAY + Your anti-trust system as 


it is today prohibits combination. 


Miike FRAWLEY: In detriment to the public. 
Moe RAY: That is right. Now what is 
in detrinart to the public? A business man does not know 
in advance what the Government will say about that. Now 
all that I have suggested is that that Law be amended to 
have a decision in advance of action rather than subse- 
quent to action as to whether a contemplated co-operative 
action is proper or improper. Now to illustrate I will 
give you a specific simple example---- 

MAJOR LIPSETT: Is your suggestion anything 
more than this tat by agreement the company should be 
allowed to make, notwithstanding the law, to make a 
monopolistic trust subject to getting that sanctioned by 
some cirectional body. 

MRe RAY: Not at all. Let me give you 
a specific case. I can illustrate this to you very well. 
In the United States the coal industry found itself con- 
stantly unprofitable. Now what to do was a very great 
problem. so that representatives of the industry sat down 
and they came to the conclusion that distress coals, 
coal mined in excess of market demands, was being dumped 
into the market in such quantities that the prices were 
depressed to a level where nobody could make any money. 


How to cure that condition, one method that was Suggested 
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and thereafter followed, was that the various oempanies 
should market their coal through a single agency at prices 
current in each market, not on an agreed pri3e but at 
prices whish would be the going market prices in the 
various districts in the United States where coal was 
sold. 

Now coming up to that point 
suppose they would have gone to a Court for a declaratory 
judgment and said "Here, gentlemen, is what we are con- 
fronted with and here is our suggested solution. We 
think that this agreement is in the public interest ", and 
supposing that that Court had issued a declaratory judgment 
that that agreement was in the publie interest , them that 
question would have been decided. 

MAJOK LIPSETT: Was that not an agreement, 
as you put it, an agreement to eliminate competition with 
& view of raising prices. 

MR« RAY: E am going to get to that. 
The answer is "no", bat what actually happened, there was 
no method by which the coal people in the United States . 
could go to any Court and ask for a judgment of that ere 
That was not done. They went to the Department of Justice 
and they put their problem before them and they said 

"We cannot give you any advisory opinion. we have no 
authority to do that. That is your business," so they 
were very doubtful, but they were also facing absolute 
bankruptcy, so in that situation they decided to take a 
chance and put the agreenent into effect whereupon the 
long arm of the law stepped in and prosecuted them under 


the anti-trust law, in a case that went to the Supreme 
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Court finally cf the United States, and in that Court a 
decision was rendered that this was not an agreenent 
contrary to the public interest , that it was not a 
monopolistic agreement, that it was not an agreement to 
fix prices but that it was an agreement for the purpose 
Of controlling a distress product,.a product that had 
turned Out to be a competitive abuse and which wag 
creating a situation in that industry that was detri« 
mental to the entire economy. Now we do not know when 
those conditions are going to arise like that. You can- 
not state in advance, state any specific set of rules to 
take care of it. Do you think that the petroleum in-+ 
dustry could possibly have by any way on the face of the 
earth determinedin advance how it was going to take care 
of the price war condition all through the middle West 
during the NRA? It was utterly impossible and that il- 
lustrates another point of mine; Dr. Frey told you about 
how he had on many ocrasions sat in with industry and had 


tried to solve some of the conditions, the economic dis- 


‘locations, which arose through price wars. I want to trace 


that, if I may, I want to mention this, because this matter 
ip still involved: in ‘the. courts down there, and here is 
what happened;the industry had a code; the code was not 
ten days' old, it became effective on the end day of 


September, 1983 and on the 1éth day of September 1963 it 


was universally amended. We did not think thay amenduamts 


of that character were proper, the industry did not, but 


they nevertheless were made. That was step one, and then 


fron that day until July of 1964 that cole went through a 


series of constant changes, changes, in an effort to do 
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what? In an effort to restore the induatry to balance. 

I% was in distress. There was no question about it, but 

it was being done, it was being done more by airection 

than by co-operation. Along in the middle of 1933 a 

price war condition resulted from the flow of Kast Texas 
gasoline into the markets all over that country, just 

simply knocking prices clear down to the bottom. -Every- 
oody was in terrible distress. Well now what happened? 

What happened? The administration, this consultative Board 
we are talking about, sent two emissaries to the marketing 
committee of the industry. Those two men stated to the 
marxet ing committee "The Government has done all that they 
can do. We have tried everything we know how. WNow itis 

up to you gentlemen to carry the ball and see if you can 
straighten out conditions.” Now one of the men cf that 
marketing committee said "Now wait a minute, you are tell- 
ine us to go out and try and take care of a specific price 
condition. We understand that the law prohibits anything of 
thet kind." “Nevertheless you go out", and on the 21st 

day of July 1934 the Secretary of the Interior in charge 

of the petroleum industry mailed a letter to the Chairman 

of that marketing committee requesting and directing that 

he take action to stabilize prices in the petroleum induatry. 
Well you know the result. He did it. He did what he could, 
as soon as that “hecker Board decision wes out of the way, 
with the result that a great many people were indicted and 
prosecuted. Now that is the way these things worke You should 


have it seems to me some kind of a broad generalized state- 


ment incorporated in the Law, and the first 
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generalization is this "Cembinations in restraiat of 
trade are hereby prohibited if contrary to the public 
interest ". 

The second generalization 
"Providing however that co-operative action which is 
taken in the public interest is not prohibited", and 
then provide that the industry concerned with che neces= 
sity of taking co-operative actiun may submit in advance 
before a long and harassing trial, to determine whether 
or not they have violated the law, get a judgment cf 
some kind of an agency, preferably in my estimasion the 
Court, and I say the Court for this reason that there is 
not any other tribunal of which I have ever had any ex- 
perience that has anything like the training to give such 
a problem an objective and impartial and unbiased study. 
Now that is my position. I may be entirely wrong but I 
want you to understand how I feel about this and I think 
boo that, I just simply do not scare what is done in this 
Province but I do prophesy that if you do take action with- 
out coupling it with the suggestion which I have meade, any~ 
thing you do is not going to work and what we are looking 
tor here, if I understand it correctly, is a pragmatic 


technique, something which will work. [I would like to class--~- 


iwi JOR LIPSETT: lire Ray, may I put this 


question again, to you, the concrete case which your own 


company is interested in, before you get to this body 


that you visualize, you have to get an a greene nt. 


aie RAY: sees 


MATOR LIPSETT: Now how would you get an agree- 


or 
‘ 
Saree 
aan 
wd 
’ 
t 


i 


- 


ayy 


bel yy 
pe 


} 


. 
best 
' 
wes 
wa 
+ 
‘ 


George W. Ray 


04 
14 


~ 16,171 = 


ment in this case, for instance, if the other jobbers 
in this Province who are working on & spread of 6 or 7 
cents a gallon were to ge to you and say “ell it is 
ridiculous," you underout them to the extent that you 
are handling this marketing on 3% cents a gallon and 

it is costing them a cent or 2 cents more. You say you 
cannot get any bigger spread and compete in the Haekot 
and therefore you will not agree. Now what, under your 
a how would you get a dispute like that dealt with 


or considered. 


(Page 16,172 follows) 
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MR. RAY: Well now, I still. donot see 
where a Spread of 6 cents for other jobbers and one that you 
say is 4 cents for Texas is quite an accurate statement of 
the facts. I thought I had straightened that out yesterday. 
Apparently I did not or apparently I did not understand the 
question, one or the other. Here, your, spread, as tar aa 
the Texas Company is concerned, is computed, if I understand 


the case correctly, by taking the laid down price in Calgary. 


MR. FRAWLEY: 12.9 cents. 
MR. COMMISS IONER LIPSETT: Yes. 
MR. RAY: And subtracting that from the 


tank waggon price in Calgary, above which we cannot go. 
Now, let us do what I think we ought to Co. 

MR. COMMISSIONER LIPSETT: Just visualize now that as a 
correct statement of the facts at Calgary, and a Calgary 


Jobber wanting to get a 7 cent spread as necessary for his 


business. 
MR. RAY: A margin of 7 cents. 
MR. COMMISSIONER LIPSET?: a margin of 7 cents that he 


says is necessary as against your 3 cents or more. How are 
you going to get an agreement? 

MR. RAY: And everybody is going to do 
business on a 7 cent margin basis. In the first place----- 
MR. COMMISSIONER LIPSET?T: lam patina it to. you, first 
of all, how are you going to get an agreement as between those 
two jobbers and secondly, in the absence of an agreement 
what Board, in your opinion, should be set up to deal with 
that dispute so that fair play should be given to everybody? 
MR. RAY: First of all your question in 


that situation, as I see it, would be whether or not the 
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fixation of margins under which all competitors in the 
market could operate should be uniform. That is the question. 
Where is that question going to be resolved? tet us say 
there are 7 competitors in the market ami 6 of the 7 are in 
agreement and that it is an agreement in the public interest. 
The seventh, including me, takes the position tlt it is not. 
MR. COMMISSIONER LIPSETT: And it is going to put you 
out of the narket if it is enfarced. 

MR. RAY: And we leave that to the 
Courts to decide, whether or not that kind of an agreenent 
is in the public interest. This would be the procedure. 

The proponents of that agreement, in my suggestion, carry 

the burden of proof, to prove that the agreement is in the 
public interest. They endeavour to do that. Now, I amon 
the other side of that fence am we fight it out and then 
the tribunal issues a judgment, such as it does in any case, 
and if it is an agreement in the public interest----- 

THE CHAIRMAN: it has not in any case of 
which I have ever heard passed on business methods. 

MR. RAY: I did not want to go into the 
merits of the suggestion. I took the suggestion that was 
given to me. 

MR. COMMISS IONER LIPSSET: Does it not come to this---- 
MRia RAY : cersonally, I think this 
situation is one better solved wby competition than by 
agreement. 

MR. COMMISSION R LIPSETT: Does it not come to this, 

that if that questior is to be decided in any way it mst be 
done by some body that has experience and knowledge of the 
subject and is able to give a decision? 


MR. RAY: I have never. see¢n in my life any 
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better approach to questions that are subject to dispute 
than the tribunals already organized for that purpose as 
given to these questions. 

MR. COMMISSIONER LIPSET?: Tribunals already organized 
have no jurisdiction over a dispute of that sort at all. 
MR. RAY: “e are going to give it to them. 
MR. COM ISSIONER LIPSETT: Unless you set up a special 
Jurisdiction for that purpose. 

MR es SRAY : That is what I am saying and 

ali I am suggesting. 

MR. COMMISSIONER LIPSEQT?: Are you in agreement with this 
then, that apart from an agreement some tribunal, be it the 
Courts or be it a Board, should be set up with power to decide 
Pee, cece OF; that. sort? 

MR. RAY: And that is all the power I 
would give then. I think iso. \[ think that and absolutely 
would not go one step beyond the power to say Yes or No. 

That would be the end of it. 

MR. COMMISSIONER LIPSETT: set us pursue that. ‘Yhether 

it is a Court or a Board, in the event of a dispute as between 
the other 6 jobbers and yourseif, you feel one of those two 
bodies should tave the power to give a decision either for 

you or against you, on this dispute as to the spread? 

MR. RAY: I do not think any agreement 

of that kind would ever get to any tribunal, of that 
particular type. 

MR. COMMISSIONGR LIPSETT: Qn your theory that partidular 
type of question could not be decided at all? 

MR. RAY: It could be decided. Th 


Court would very likely say the agreement is not in the 
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Dublic interest. 


MR. COMMISSIONER LIPSETT: There is no agreement in this 


hypothetical case. 


MR: RAY: Among the 6 there is. 

WR. COMMISSIONER LIPSETT: ft is not an agreement in the 
industry. 

MR. RAY: You do not have to have an 


agreement among all in the industry to carry this thing into 
effect, as I see it. What we are really doing here is really 
highlighting in the most effective way I know, tne difficulty 
of trying to have anybody determine in advance what industry 
should do. We have all of these facts that would have to 
be brought to bear on this question before it is solved. 

MR. COMMISSIONER “GIPSET?: Lam trying to get ang test 
your views about your ow suggestion, MYA Ray, GS far, as 
scan. Now, Supposing that instead of It beim 6 jobbers 
that want to go before some body that it is you that wants 

to go and say that it is unreasonable far vhem to got so 
much and thet you went e tribunel or somebody else to decide 
and consider your grievance that your spread is right am 
theirs is too much. There does not need to be any agreement 
to bring that sort of an application because there is only 
one person. ‘Jould there be power to bring that? 

VR. RAY: NOt @U @@Gh. tec is. po ‘back 
to my last point. I said what we need is to develop 4 
technique for combining cooperation and its virtues with 

the virtues of competition. 

MR. COMMISSIONER LIPSETT: What does that mean in fact? 


MR. RAY: There is not any combination 
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here. We are not trying to bring any combined activity to 
bear on the problem when one person is inactive. You wuld 
not have anything of that kind? 

MR. COMMISSIONBR LIPSETT: © Is your proposal then merely 
that companies, if they get together, cecn avoid the anti- 
trust or combination laws if they agree to do it am can 


got, some tribunal to. say. it.is all. right? 


MR. RAY: vid you say violate? 
MR. COMMISSTONER LIPSETT: No, but that they can combine. 
MR. RAY: They can now. The only 


difficulty is you get the judgment after it is done. It 
would not be a violation if your tribunal sgaid there is ho 
violation. If the aereement is to. public. interest 

here is no viclation. 

MR. COMMISS! ONER LIPSEDT: You have to get tle sanction 


of some tribunal to say that? 


MR. RAY: Certainly. 

MR. COMMISSIONER LIePSET?: Is that all your proposal 
means ? 

MR. RAY: That is precisely all it means. 
MR, COMMISSIONER LIPSUTT: Is there any right in the 


consumer who might have a grievance or 4 non-agreeing 
competitcr who may think he had a grievance - he has no 
remedy whatever under your theory? 

MR. RAY: He has at the present itime. 
MR. OOMMISSIONER LIPSETT: ‘hat is the consumer's 
remedy at the present time? 

MR. RAY: The consumer's remedy is, 

if this investigation is any criterion and if it is really 


the result of a consumer outcry, he is right here. Here we 
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are and we have been here a year. 

MR. COMMISSIONER LIPSETT: If that is the ee aeale should 
not the recommendations of a tribunal such as thig be enforced, 
even to the extent of setting up somebody who can decide 

on the merits of a particular question as between the consumers 
and the companies? 

MR. RAY: That is what you are going to 

do here. You are going to decide the merits of the industry's 
performance. JI understand that is your function. 

MR. COMMISSIONER LIPSETT: And supposing that we decide 
that there is something wrong - and I am not suggesting 

it - but supposing that we decided there was something wrong 
in the treatment of the comsumers; Should there not be 

power then to control the industry so as to put that right? 

MR. Ray: I do not think that there should 
ever be any Board regulating ‘this industry far the reasons 

IT have already stated. 

MR. COMMISSIONER LIPSEDT;: At the present time, if this 
Commission's recommendation, if it be regulatory, should 

iw, De enforced? 

MR RAY: No, itt shoud d not .n. Meuvare 
making a serious mistake if you recommended a Board, an 
extremely serious mistake. That is a regulatory Board. 

MR. COMMISSIONER LIPSETT: What would you suggest should 
be done on the assumption that this Comnission finds some 
particular ae wrong with the industry, should that be put 
right by legislation or compulsion or should it simply be 

a pious hope? 

MR. RAY: I think the only thing you 


possibly could find on this record would be that your 
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combination Act needs amendment to permit of the taking of 
cooperative action when necessary; and on this record,, and 
that is what I have been discussing for three days, you will 
mevye tO find, as I see it; “that competition has in* thes 
industry performed for the publie welfare all through and 
through. 

MR. COMMISSIONIR LIPS=TT: That is on the facts, on the 
merits. Not on the power,which is a different thing. 


Supvosing on the assumption there is something found that 


needs amending. Assume that. 
MR. RAY: For exemple? 
MR. COMMISSIONER LIPSET?T: Assume there is something. 


assume we find the other johbers are getting too much, if 

you like, is there to be any power at all in ary body :to 
protect the public as against the 7 cent spread if you can 
Goriy ab 6 cents, for instance? 

MWR. RAY: Are you asking me whether or 
not a body should be organized for the purpose of fixing 
prices at a lower level than now exists? 

MR. COMMISSIONER LIPSETT: No, 1 am trying on the basis 

of your suggestion to see whether it would lead anywhere or 
give any protection to the public. 

MR. RAY: If you are asking me whether 
any body, any regulatory body should be organized to authorize 
fixed prices, even assuming that you think they are too high, 
my answer to that is unqualifiedly no. Tl Certainly aor nos 
think so. 

Ma.. COMMISSIONER LIPSETT: Then your suggestiOn boils down 
borthis, that it is am thod to enable companies to combine 

if they can get some body to approve of the combination. 


MR. RAY: If they can get a government 
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representative who is supposed to exercise his authority 
always in the public interest to say that this action is 

in the public interest; or to say this action is not in 
the public interest and consequently you cannot do it. 

MR. COMMISSIONER LIPSET#: And your view is that ncbody 
Should have any power to protect the public or protect the 
dissenting refiner or dissenting marketer? 

MR. RAY: That is mwecisely what I mean, 
with this qualification , that you have already all of the 
forees at work which do a better job than any government body 
could ever do and those are the forces of competition. 

TH OHA TRMAN: Well, sr. Ray, the industry 
did not make a very good job of conservation, Nobody 

has suggested that there is a breach of the anti-trust law 
there. Just plain human greed that. is common to all of us, 

I expect, in this world, that stood in the way until there 
was government intervention and statutory enactments. 

Mia BAY $ May I give you the history 

of those iaws? 

TH CHAIRMAN: YOu may.) Dnaverreadangood 
deal about them already. 

MR. RAY: First of all, industry did a 
ereat deal for conservation. It developed the several - 
techniques I was telling you about yesterday, which had 
conservation results. It also developed techniques which 
inereased the yields of products from crude charged to stills. 
That was a conservation measure. Now, when things get out 

of hand —- but 1 think I have got to’ go back @ bDIt.. Letus 
go back to the last war. The United States at the end of 


that war was actually faced with a shortage. ve had gasolineless’ 
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sundays in the United States. That condition continued until 
apongiin the early ‘20's, that is this’ possibility of 

shortage of crude. Conservation was not so much thought of 
then as was the question of getting enough oil to meet the 
demand, this constantly increasing demar.d. In either 1920 

or 1922 011 was discovered in Oalifornia. It later was 
discovered in increasingly larger quantities in Oklahoma, 

so that by 1924 or 1925 there was a situation which actually 
ereated a problem of over-production and waste. Now, it 

was the industry that suggested that government correct the 
mistake that government had made in adopting rules of com- 
petition that were based upon fiction and not upon fact. 

THE CHa IRMAN: Is it not a well known fact 

that the industry could not control its ow members. They 
would not stick by the rules that some people in the industry---- 
MR. RaY: What were the rules. The 

rules were to go out and get all you can get. Not only that 
but "If you do not do that then I will drag you into the 
Oourts,® says Mr. Landowner, ' and make you do it." And they 
dragged us in. 

THs CHAIRMAN: Quite so. 

MR. RAY: And what could be done under 
those circumstances. You had to have some kind of governmental 
intervention. I am all in favour of it where it Is necessary, 
definitely go, but I want it to be a certainty---—- 

VR. COMMISSIONER LIPSET?: When you say you are all for 

it when it is necessary, do you mean you are for it If the 
industry thinks it is necessary put not if the public thinks 
it is necessary? | 

MR. RAY: Well, I think that I have heard » 


ne particular public outery for taking action in respect —of 
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this industry. 458 a matter of fact, I think this industry 
has brought to your attention one of the most remarkable 
records of fine performance for the public welfare that one 
could expect or hope for. 

MR. COMMISSIONER LIPSET?: That is again on the merits, 
but I amon the povers. 

MR. RAY: If that is the kind of performance 
that is going on, why interfere? Why interfere? as I said 
to begin with, why all the speculation and surmise when you 
have this kind of meritorious fact to deal wi th? 

MR. COMMISSIONER LIPSETT; That is assuming the facts 

Pie your ©ravour. But, as the Chairman pointed out, this 
Commission was set up by a resolution of the Legislature af 
this Province. Now, what I am putting to you is, is it 

right that some body should have the power to say on the 

one hand that the industry has done everything possible for 
the Province, if that were a fact; or equally say that the 
industry has not done everything and the publie requires 
Certain protection, if that be a fact. 

Mims RAY * You are doing that. You are 
actually doing that. 

MR. COMMISSIONER LIPSETT: Very well. Again it comes 

back to what I was putting to you before, assuming we find 
there is something wrong with the industry, is there to be 

a body to put that right or not? 

MR. RAY: My difficulty with your 
question is finding there is anything to make that assumption on. 
MR. COMMISSION:R LIPSSTT: You are asking me to assume 
first of all that everything is right with the industry. 


MR. RAY: No, Ido not ask you to assime 
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that. 
MR. COMMISSIONER LIPSETT: and then making that assumption 


to say "Well, it is not necessary to go any further." 

MR. RaY: “oO, I do not ask you to assume 
thet. I do not ask you to assume that. Ido ask you no% 

to assume the contrary, in the face of the facts as they are. 
The facts as we have presented them here refute that assumption, 
as I see them. 

MR. COMMISSIONER LIPSETT: if I do not assume either, do 

not assume either fact; either that the public has a 

grievance or that the companies have a grievance, is it not 
right then that some body should have the power to determine 
which is right ard to enforce the determination; some body? 
MR. RAY: lt guess I do not understam. 

iL attempted the other day to show there were four principles 
involveu in government regulation. One of those was the 
certainty, the provable necessity for it. Now, I say that 
Hecessity: does not exist, exceot in one very minor particular, 
when you look at the whole thing. It simoly does not exist. 
Consequently, my answer to your question iS a simple one, no. 
There should be no government regulation of this industry. 
Certainly there should not be. I say that with all the zeal 

at my command. 

MR. COMMISSIONSR LIPSet?T: ow, take the cpposite assumption, 
that a great many things might he wrong with the industry. 
What then are you going to do? 

MR. RaY: Now, you are asking me to 
speculate, and I said when I started----- well, now, Hr. 
Frawley, just wait. -You will have your chance. 


MR. FRAVLIEY: I put it to you, you must be 
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prepared to accept any finding of this Commission and, as I 


see it, the Commission is asking you to assmme a finding 


against youe That is all, a process of reasoning. 


MR. RAY: I cannot see that there can be. 
FR. FRAWLEY: ere Tag 
MR. RAY: I cannot see there can be a 


finding against us. 

MR. COMMISSIONER LIPSETT: Thet comes to this, that 
assuming there is something found against you you have no 
Suggestion to make at all as to a remedy. 

Mita. RAY $ That is quite right because. 
iL cannot see what the assumption would be. One of the points 
that I have tried to make is this very simple fact that if 
és a matter of fact you coulé@ find that there was anything 
wrong as of the period covered by this Inquiry that that 
thing would better be corrected by the forces of competition 
and natural economy than by some extraneous ferce imposed by 
government. That is the point 1 a making, assuming you do 
find things wrong. You are going to have them rectified, 
very likely, very much better by competition than by force. 
MR. COMMISSION®R LIPSETT: Is not the answer to that, 
Mr. Ray, that if we do find in fact that there was some thing 
wrong then it follows that competition has not been able 

in the past to put it right, Otherwise, it would not be 
existing to-day. 

MR. RAY: | If you assume that things are 
wrong now. 

MR. COMMISSIONSR LIpsstts | Yes. 

MR. RAY: I told you that there were two 


places where that could occur. One is in the field where 


you have unrestricted competition under the rules of production 
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G. W. Ray. 
that existed before you had conservation statutes. Now, 
if your conservation programme is not working properl:, you 
have got this first problem, as I see it, an effort to find 
the engineering optimum that will uo the best possible job 
for you in a producing way. Now, that is so far as the 
conservation problem is concerne@. On the other hanf&, you 
have the problem of the equities and the question was asked 
me; What are you going to do about that? Now, the ideal 
sitcation in any produ ing field is the one where all the 
equities are protected. Here is a great big problem in that 
Tesnect. “LI do not: know of any solution far it. You have 
first got to resolve those equities in such a way that the 
people who share in the avails of production also share in 
the risk of getting the oil from the bottom of the well to 
the top of the groung. Now, very often where uritization 
hes, beem tried or where it has beon set by law, as. inoue 
Public Land law in the United States, that an effort shoul¢c 
be made to unitize, you run into this terrible obstacle. 
John Doe has an unterest in the field and John Doe says . 
"Well now, I want to get my share af this oil." UAT opighss , 
John,make a contribution for the producing expense." 
"Oh no, I won't do that. I won’t do tht, or I cannot do that.” 
Bither one or the other. Now, under those circumstances you 


have got a problen that you cannot solve by legislation. 


THE GHA TIRMAN: Do. you believe..in conservation-- 
Bosras? 

MR. RAY: I do. 

THE OHA IrMAN: Why? 

MR. RAY: I eertainly Go's nel rehink 1% is 


3 very affentive way to deal with a highly complicated and 


intricate technical problem; that as the industry moved forward 
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Go W. Ray. ; 
under these rules that I pointec out to you, the rules of 
capture and the leasing system, that things were just not 
right. Now, that had to be corrected. It had to be. We 

had to find a new technique. Now, I dco not know wiether it 
would have been necessary to correct the situation or mt 

if back in the "90's the Courts had said that the oil is 
owned ‘une by the surface owner. Suppose they hac said 
"Everything underneath that surface in that particular block 
is owned by the surface owner. He cannot get many more out. 
te ne does he will violate the rights of his neighbour.” 

- do not know what techniques would have been evolved by 

this industry if they had been faced with that situatzion. 

I have not the slightest idea. But you. know that they had 

tc get the oil to the surface. You know that you have had 

to do it within the limits of that kind of a law. We 

might not have had to have pro-ration statutcs. I do not 
know. But that was not the situation. We have got to take 
into account the facts as they were and the facts as they 

were made it absolutely essential, in my judgment, that we 
have conservation boarécs. Ido not know of any better 

example for the illustration cf the point that those con- 
servation statutes will wark if you have the right kiri of 
cooperation from the producers. They will and if - am this 
is a big one as I stated once before - you can keep 

political considerations out of tthe Board's activities. 

Tf they filter in we have trouble. The fact that con- 
servation laws where applied have worked rather effectively - 
and I do not agree with the statement at all that Some people 
make that they have not worked - they have done marvellous 


work. It happened because the Commissions have not responded 
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to political pressure and additionally because of the fact 
tmt producers honestly want to do things that will conserve 
the oil. Why do they? There is nothing altruistic about it. 
It is simply because it is in their self-interest to get 
as much oil out of the ground as they can get out of the 
ground, under pressure of the reservoir energy inthe bottom 
of the hole. 
THE OHAIRMAN: Why don't they agree among 


themselves. ‘thy have a Board? Why not have an agreement? 


MR. RAY: You mean without a pro-ration 
statute. 

THE CHAIRMAN: Yes. 

MR. RAY: They cannot. I will tell you 


why they cannct. There are larger impediments to that kind 
of an agreevent than any anti-trust law happened tk be. 
Suppose they tried. Here you have every landowner in the 
community saying to the operators "You get that oil to the 
surface or I am going to throw your lease out and have it 
rescinded, because you are not diligently operating the 
property." You cannot get an agreement under those cir- 
cums tances. The man who has the land wants the oil at the 
top of the surface and forces you to go and get it there and 


the devil take the hindmost. That is the way that has worked 


out. 
THe OHAIRMAN: met As 6a. 
MR. RAY: and the Gourts have said that 


is right. Tat is right and we are going to enforce that 
mG ATS 
THES CHAIRMAN: That is because you made that 


kind of an agreement that he can say this, that is the landowner 
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MR. RAY? You mean the lease terms? 

TH CHAIRMAN: : Yes. 

MR. RAY: I think there is somethirg to 


that, but let us make any other kimi. Let us make the other 
kind of agreement with the landowner. You have this tremendous 
expense of going out and finding oil am making a deal with 

the landowner and you are going to tell him "I would like 

to have you lease your land to me. There is not enough money 
in the oil companies to buy all the land. I want you to 

lease your land to mo and I am going to put a covenant in it 
that I do not have to diligently produce." How many leases 


would you get? 


(Page 16,188 follows.) 
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MR. RAY: As a practicel matter you would 
not get eny. 
THE CHAIRMAN : Not many? 
MR. RAY: I do not think you would get any. 
THE CHAIRMAN : It is just one of the instences 


where you need to seek government intervention. 

MR. RAY: I qaite agree, I quite agree. 

I think the necessity, as I stated, goes back to one of 

the very basic premises of my submission, that there is 

a@ case where it is necessary for governmental action. 

MAJOR LIPS=TT: was not the proaf of your 
necessity there, Mr. Ray, thet the oil companies had a 
grievance against the landowners? Now why should there 

not be government intervention of some sort if the mblic 

hes a grievance against the oil companies? 

MR. RAY: Well ,as.\I steted before ysl 

think competition works far better than a regulatory body 
where you have competition doing all of the things that I 
have already pointed out to you. 

MAJCR LIPSTTT: Why would not competition among 
the landowners, to get their land leaSed to a big oil company, 
why would thet not enable you to get fair terms from the land 


company? 


MR. RAY: Because the oil is not at the top 


of. the ground. 


MAJOR LIPSaTlT: It is the same, 

MR. RAY: I do not think it is the same &t 
ae 

MAJOR LIPS#TT: The Landowner mey never get his 


land drilled for 20 or 30 years unless he can get a strong 
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company to take it on, 
MR. FRAWLEY: 4nd they are strong enough. 
MR. RAY: | Bu*s the Court said the only 


fair terms, and if the covenant was not in the lease, 
do not forget that the courts put it in by implication, 
They said the only fair thing is for you to produce, 
diligently produce, and if you do not do it you do not 


kave the Lease, 


TH= CHAIRMAN: I think we understand your 
views. 
MR. RAY: Thank you very much. I 


appreciate your giving me the time and the attention which 


you have, 

THE CHAIRMAN: Is there something you ought 

to add? 

MR. RAY: No, I think thet is my submission, 


Mr. Chairman. 
THE CHAIRMAN? Well we appreciate your coming so 
far, Mr. Ray, to put forward the very excellent submission 


which you have. 


MR. RAY: Thank you. 
MR. FRAWLEY: Mr. Mahaffy will fullow Mr. Rey. 
THE CHAIRMAN: Mr. Mehaffy speaks to a special 


phase of this, as I Re ee ee 

MR. FRAWLEY: YeSe 

THE CHAIRMAN: Way is it broken into, why not 
Mr. Harvie follow? 

MR. FRAWLEY: : In my original scheme of things, 
Mr. Hervie was to follow but I understand that Mr. Mehaffy 


and Mr. Harvie made it up between themselves. 
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TH: CHAIRMAN: | Why is thet, Mr. Harvie?, 
MR. HARVI=: The real reason -- 
TH! CHATRMAN: We are just trying to keep a 


proper sequence if we can. It does not matter to us 
which we hear first. 
MR. HARVIE: I undarstand that Mr. Maheffy 
does not expect thet his presentation will take lone. It 
is on @ phase of the subject in which wo are quite interested 
and maybe we cen avoid repetition. I am prepared to go ahead 
but as I have already told you, I have rearranged my sub- 
mission and shortened it so that as far as possible repetition 
might be eliminated - WM to the present 
time it would heve been difficult for me to have gone ahead 
and under the circumstances Mr. Mahaffy said that he was 
prepared and I thought perhaps it might be better that way. 
He CHAIRMAN: All right, Mr. Mahaffy. 
MR. MAHAFFY: So far as I am concerned Mr. Chair- 
men and Mr. Commissioner, it makes no difference to me, either 
now or later. As Your Lordship mentioned, I am only interested 
in one, - perhaps I should not say interested, ~ I am only 
going to spesk to one particular phase of the matters which 
are beftore the Commission, 

The Company I represent, the 
Ges & Oil Products Limited, is, of course, interested in the 


other phases of the work of the Commission but I am not 


instructed to address myself to them. 


Your Lordship will remember that 


evidence was also given, brought by us, with respect to this 


with the co-operation of Mr. Frawley, and 


\ 


particular point, 


that point is the effect which the operations of the Oil & Gas 
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Conservation Board have had on the production of natural 
gasoline and the effect which the suggested orders of the 
Board wculd have on that production and the importence of 
natural gesoline to the industry as a whole and to Gas & Oil 
Products Limited in particular. 

Now, sir, I have reduced my 
submission to writing and in my summary of the evidence, 
which I would like to go over very briefly with you, I have 
in that brief noted the pages from which I took the statements 
of fact which I have put down and I would be glad to hani 
copies of that brief to the Commission for your use, and if 
that is cone I will not bother to mention the pag2 numbers 
or Beni ne of that sort as I go through this presentation. 
THE CH AIRMAN: All rigut. You have them noted 
in the brief you are filing, have you? 

MR. MAH APFY: Yes, I hav3, My Lord. 

Mr. Mayland, President of Gas & 
Oil Products, gave evidence before the Commission towards 
the end of the sittings on this particular point (P,15580 - 
15586) and that evidence is found at the pages mentioned in 
my brief. 

He very briefly outlined the 
history of the cperetions of this company in the Turner Velley 
Field. He pointed out that independent companies with whion 
he was associated, commenced operations in the extreme, in 
the then extreme south end of Turner Velley during the years 
1929 and 1930 and the drilling of the wells in that location, 
these wells proved to be gas end naphthe producers. (P.15549). 


Now it should be noted that the 


first crude well was brought into production in 1936 so that, 
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es Your Lorship knows, ull this development of which I 
speak, took place many years before that. 
Mr. Mayland endeavored to 
heve the tail gas discharged from the separators at these 
wells processed by the Royalite %il Company Limited through 
its absorption plant in Turner Valley but he was not able 
to come to any arrangement with that company for the processing 
of gas, it thet time the Royalite 0il Company operated the 
only ebdsorption plant in the Turner Valley field. (P.15552) 
I may sey, sir, that I do mt think it is necessary, after 
the Commission hes heard the evidence, for me to explain to 
you in any way wnat I mean by an “absorption plant”. I 
think perheps that is something that does not need tobe 
repeated: 
Now as a result of the fact that 
shere was no places available at which this gas could be 
processed Mr. Mayland then erganized the Gas & Oil Products 
Limited and he purchased an absorption plant in the United 
States (P.15552) and he brought it to Turner Valley and erected 
it at a cost which he said was approximately $460,000.00. 
eon 54s). 
I would like to remind the 
Commission for the purposes of this argument that the wells 
of which I have spoken, drilled beck in 1929 and 1930, were 
drilled on leases from the Urown. At that time the property, 
of cours, was owned by the Dominion Government and those 
leases from the Crown gave the lessees full right to develop 
these properties and to teke the production from those 


properties. The companies with which Mr. Mayland was : 


associated --- 
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® 
THY CHAT RMAN : curely you go further. They 


required you to drill within a certain time, did they not? 

MR. MAHAFFY: They did and they did not, sir. 
The documents themselves, I mean, I think it is only fair to 
put it this way and I do not say that they actually required 
it for this reason, the leases did contain drilling committments. 
THE CHAIRMAN: Oh, yes, on pain oF cancellation. 
MR. MAHAFTFY’. Yes, on paéin of cancellation but 
it must be admitted that, providing the cesh rentals were paid 
yearly, that we do not know, at least I do not know of any 
case where the Dominion Government ever cancelled a lease 
because of failure to drill but the power, as Your Lordship 
says, was there and might have been exercised. 

TH! CHAIRMAN: Welk, you could oenly" Tai? tori iL 
by breach of contract. 

MR. MAHAFFY: That is right, sir, and of course 
the fact that that pee eh was waived by the Government was 
no guarantee that they would continue to do so, to wink their 
eyes, so to speak, at the breach of their contract, 

MAJOR LIPSETT: Wes there a positive covenent 

to drill or was it merely if you did not drill it would be 
cancelled? 

MR. MAHAFFY: The effect was to give a right 

of cancellation. 

MAJOR LIPS=TT: There was no actual, positive 
contract that you would drill any particular number of wells? 
MR. MAHAFFY: No, that is I can say tha is not 
the covenant which I think you ere thinking of. The only 
power to the Government, reserved by the Government was that | 


if drilling was not done then they had the right to cancel 


the lease. 
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MAJOR LIPSETT: I see. 
MR. MAHAFFY: Now when this company took these 


teases and proceeded with this devel>pment, they naturally 
assumed that they would be allowed, in fact as we have said, 
thet they would be expected to develop this property and 
operate these wells without restriccion, sayo such restrictions 
as might be contained in the leases themselves, and on that 
basis they proceeded to invest very substantial sums of money 
in the development of this property. 

Moreover, prior to the erection 
of this absorption plant in 1934 Mv. Mayland gave evidence 
that he had received assurance from the Provincial Government, 
which had then taken over the resources from the Dominion, 
that these wells would be allowed to produce up to 40% of 
their open flow capacity. (P.15553,. Now it was under 
those conditions that he purchased and erected this plent 
and when the plant commenced operations in the year 1934 
the throughput of gas was approximately 54 million cubie'feet per 
Gove (boyd P,15516.). The plant incidentally had a 
capacity of 60 million cubic feet a day (P.15639), although 
Mr. Boyd seid it could take up probebly to about 80 million 
cubic feet per day. 

Now efter the plant was 
completed and started operations Mr. Mayland geve evidence 
vhat he could not make any satisfactory arrangement with 
Imperial Oil Limited to dispose of the natural gasoline 
produced in the new plant. (P.15554). Imperial Oil Limited 
at thet time was the only refinery of any substantial standing. 
thet handled any quantity, any reasonable quantity, and since 


he could not dispose of this new product to them he found it 
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necessary to commence the production of a third structure 
gasoline. (P.15555) and he found it necessary to get out 
and market thet product. 6p intil that time Gas & Oil 
Products Limited, of course, had not been in the marketing 
end of the business in any way shape or form except thet 
naphtha had been sold at the field to Hasta and so on, 
who might come to the well. 

This natural gasoline which 
We. Boyd described rather fully in the evidence made it 
possible for this plant to produce a very fine third 
structure gasoline and the sales organization of the 
compeny was built up around thet particular product. 

The evidence discloses that 
very substantial reductions in’the price paid by consumers 
for third structure gasoline resulted from the entry into 
the market of this produst. (P,.15558). We have heard a lot 
about competition and here is one case where a competitor 
entered the merket and if I may say so, our suggestion is 
that the operation, the suggested operations of my friend 
to my left, is trying hard, probably not intentionally, 
to eliminate that competitor from the market. 

Mr. Mayland expressed the very 
definite opinion that this entry into the market could not 
possibly have been made by him, ty his company, without the 
use of the natural gasoline produced at that plant. (P,15552)., 
He stated further that the ability of his company to remain 
in the market in competition with the major companies can 
be attributed to the use of this product. (P.15552). The 
evidence of both Mr. Mayland and Mr. Boyd is very definite 
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trat if this company is not allowed to produce its requirements 
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©l Baetvurel gesoline it will find it extremely difficult to 
maintain its position as a competitor in the manufacture and 
distribution of gasoline, 

Mr. Boyd, superintendent of the 
plant, has had a great deal of practical experience, as his 
qualifications showed, both in Canade and in the United States, 
and he gave evidence to establish the importance of natural 
gasoline as a blending agent in the manufecture of gasoline. 
He emphasized the importence of an adequate volatility in 
gasoline, (P.15459 & P.15473). 

TH CHAT RMAN: A in meking his cakewlations fer 

some substitute plant in connection with the Imperial Oil, 

Dr. Brown's evidence is that he allowed 5% natural gascline, 

did you see that? 

MR. MAHAFFY: Yes, Luchay sia. 

THS CHAIRMAN: That is in evidence which you may 

see in the correspondence to be filed. That does not stack 

up With your 18% testified to by Mr. Boyd, foes it? 

MR. MAHAFFY: There is quite a discrepancy, 

sir, in those percentages. Unfortunetely Dr. Brown has 

never inspected our plant. We do not know whet the new 

Imperial Plant is and it is rether difficult for us to draw 

any comparisons. 

THE CHAT RMAN: No, but it was suggested to 

Dr. Brown by me before he went away that since we had to 
consider this from every point of view that he tell us not 

only whet his findings were with respect to the Imperial plant 
as it wes in 1936, the Imperial Plant as it probably would be 

when construction wes ccmplcted, - and which was not at thes 


time, - and furthermore that he give us the results of his 
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compu tations with regard to a new plant that he would set 
up end it is with respect to the latter, as. I reocall,-that ho 


said he would allow 5% natural gasoline; amTI right? 


MR, FRAWLEY: thet is quite right. 
TH CHALRMAN: And when reading that evidence 


some time ago but since you and I last met here, I was struck 
by the fact that te made an allowance of 5%, while Mr..Boya> 
rather stressed the fact that he would require 198%.. 

MR. MAH AFFY: Of course it must be remembered, 
sir, that as I. understand the 5%, that is a year round average 
and Mr. Boyd's figure of 18%, ©«s I remember, was for winter use 
THe CHAT RMAN: Well we might look at tha evidence 
That may be the answer, Mr. Mahaffy. 

MR, MAHAFFEY: } As I understand Dr. .Brownts figure 
of 5%. that is the year round average Pein ins it mt 

Mr. Frawlev? 

MR. FRAWLSY: Well I suppose that is a fair 


inference, he just simply says "5%". 


MR, MAHAPFY: Now in the summer-time =—-— 
TH CH ATRIZAN: I think your answer is probably 


@ good one, Mr. Moheffy. 

MR. MAHAFFY: Well in the summer -- 

THE CHAIRMAN? And it may meet the difficulties 
that I have been experiencing in making those two figures 
jibes 

MR, MAMAFFY: I do not know that they will ever 
jibe exactly, but that causes the greatest part of the dis- 
crepancy, the apparent discrepancy in those figures. 

TH? CHAIRMAN: Now you say Mr. Boyd's evidence 


is relating to tne winter? 
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MR, MAHAPFY: I am quite sure, yes, that the 


18%, the 18% referred to the blending with the cracked product. 


We have used more than that in some of the other products 
but the 18% was the cracked product for winter use. 

THE CHAT RMN: Now does he say that? 

MR. MAHAFFY: Yes. I have not checked that 
from the transcript of the evidence, sir, but I will do thet. 
THE CHAIRMAN: I thought, like Dr. Brown, he 
just said it took 18%. 

MR. MAHAPFY: WO, I am quite sure that is mt 
so but I will check that up. 

THE CHAIRWAN: Well you might bring both to our 
attention. You undoubtedly will do that say in the morning, 
Mr, Mahaffy. I do not just recall the volume and rauee but 
I know Dr. Brown mentioned 5% and I know your man mentioned 
18% and perhaps pr. Brown, - in fact I think that is a fair 
inference that you put to us, he must have meant on the 
everage the year round ant equally I do not recall Mr. Boyd 
specifying that it was for winter use that he was going to 
have 18%. 

MR. FRAWLEY: That is the 18%, comparing that, 
well perhaps 18% and pr. Brown's 5? 

THE CHAIRMAN: It is according to what their 


evidence is, If Boyd limited it to winter that is another 


matter. 


MR. MAHAFFY: I will check that to the exact 


page, sir. 


THE CHAIRMAN: 


MR. MAHAPFY: But there was no discrepancy in 


what I was going to mention, sir, I have not come to the 


percentages yet in the way I have worked this out, is that 


Very good and report beck on tha@. 
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Volatility is essential in a gasoline and Mr. Boyd handed 
to the Commission a copy of a book written by this seme 
Dr. Brown, which is a treatise emphasizing the importam ce 
of volatility in e gasoline to be used by the general public 
and that book es I say has been filed and I gave you the 
references -~--- 

E CHAIRMAN: Now how are you getting along, 
Mr. Meheffy, with the correspondence with Er. Brown. It would 
heve bem much more satisfactory if it were closed up before 
now and we had it so that you could address yourself tr it. 


Do you know where it is at? 


MR. MAHAFFY: Well, sir, I received another 
letter. 
THE CHATRMAN: Mr. Frawley has just gone out but 


perhaps you can tell us, although Mr. Frawley may know more 
about it than you do. 

MR. MAHAFFEY: well, there has been correspondence 
changing hands and whether there is any object in pirsuing it 
further, at least from my point of view I do not know and I 
have not, during the past three or four days, pursued it any 
further because I found it most difficult tu probably get at 
certain details of the situation when, as I say, Dr. Brown 
knows nothing ebout our plant and when we have no chance of 
discussing the thing with him but I am quite prepared to accede 
to Dr. Brownts view thet sufficient volatility can be secured 
without the use of natural gasoline if it has to be done. 

TH2 CHAIRMAN: At a price. 

MR. MS&HAFFY: At a price and I am going to base 


my argument, sir, on that. Excuse me just a moment, sir, 


Mr. Nolan has handed me some eviacence. 
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MR. NOLAN: I was just pointing out to my 
learned friend what the percentages were that were mentioned. 
MR, MAHATTY: Yes, on Page 15,542 starting at 
the bottom, sir. 
THE CHAT RMAN: Volume? 
MR. MAHAPFY: Volume No. 139. I think there 
is another reference to those percentages and I will check 
that up too but in this case: 
"Tee CHAT RMAN s Mr. Frawley wants to know your 
"“oroportion, if you need that much gasoline how much 
“Gruads dO you wse? 
Wes Ue RAW LAY : Yes, suppose we wanted to send 
"it down to Dr. Brown to check up and advise the 
“Commission whether or not that seems to be a reasonable 
"requirement? 
7 A On the third grade structure gasoline I would say 
we use an average of 25 or 30%. 25 to 30% on the 
Yevyerags but we use more in the winter time. 
"9 285 or 30% thet is for third structure and tractor 
¥ezaso line? 
we Lees 
reo And for your 9, about what percentage? 
A 18% at present. 
i) And your Ethyl? 
"A Approximately the same." 
Now, sir, thet does not help 
an awful lot on the year round proposition but I think there 
is something else. 


MAFOR LIPSETT: He says there "at present", 


MR, MAHAPFY: At present. 


‘ater: tie Hite TOOT. ae eee ea 


steeds bm. : ihe Lae Se riinpate (ee anit» 


EES HORA ‘ CRE ake etc, 2a wee i 


ieee wd | FOL anager aay | Rep Rae aR 


ao 


RT Sates Gy Se OH Bie yaar 
ww 2 


anid ; Ss ‘eis Y Bea by es of ay # ek ite ey pies, ae 


‘ 


; : : _ . Ps . 3 . & 
MLNS Meas eae faced <0 clearer teerh tng eae 
FERS: Baal ty ot wt J begy cate cola Oban, 
ois ane spe Me ey PHO ae: as pies 

: | ARIES SEER MG ca a Ee “Ke 


eaaoxet! 5 eo AES ens Pe. CRE Rat aay pi 


0-5 
14 - 16,201 - 


OG. Mehstry, K..c, 


MAJOR LIPSSTT: You will remember at the time 

Mr. Boyd was speaking --- 

THE CHATRMAN : It was cold weather, 

MR. MAHAFFY: 4nd at the time Mr. Boyd was 
speaking the plan was this, the cracking plant was just being 
opened that week. They had not yet turned out any commercial 
produ ction; that was a matter of about two or three weeks 
ago but I think there is something else in the direct examin- 
ation which I submitted through Mr. Boyd and I will see if 
Eecenvdis. siliet: out. 

Now, as IT say, there seems to be 
no question, that is as far as Mr. Boyd's evidence is concerned, 
corroborated by the statements in Dr. Brown's book and I do 
not suppose it »xis open to question, that volatility is a very 
necessary quality in gasoline, particularly in this part of 
She world where we have cold, a lot of cold weather, - it is 
particularly eSsential here during tne winter time if the 
gasoline is to be effective in starting the machine in which 
it is being used, 

Now, in the opinion of Mr. Boyd 
as expressed at the hearing, this required volatility cen 
only be satisfactorily obtained by the use of natural gasoline. 
(P,15468-9) That was his opinion. He pointed out that much 
less natural gasoline is required for blending with a cracked 
product than is needed in some of the other methods of 
manufacture but nevertheless in his opinion he still considered 
that it would be necessary to uve natural gasoline in the 
production of their "Q" brand and ithyl brand gasoline. 

Now, as I mentioned a moment ago, 
in Dr. Brownts view that ‘volatility could be obtained without 


the use of neturel sxesoline.in whe new Imperial Refinery in 
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Calgary but it is only at greater expense and in any event 
the fact remains that Imperial has in fact a supply of natural 
gasoline available to it and Mr. Boyd's contention is that 
Gas & O11 Products Limited must also have natural gasoline to 
enable it to maintain a competitive position with the Imperial 
Oil Company Limited. 
Moreover, Mr. Boyd made it clear 
that Gas & Vil Products Limited intends to continue the productior 
of third structure gasoline and the tractor fuel from its skimming 
plent and naturel gasoline is required in that operation to 
achieve suitable volatility of those products. (P.15468 & 15507) 
Now in support of these contentions 
made by Boyd natural gesoline is --- 
THE CHAIRMAN: Your opponents will say, of course, 
they have plenty of natural gasoline because they went out and 


paid good money for the holdings thet provided them with it, 


( Go to Page 16,203) 


Lait 
pe; 
Sees 


ae PS 
ae " 


: Yas 
a) aes 
reer a 
ie aes 


oped 
eke 
feos 
se go 
ee, silva 
ww 


pas 
(oe 2 
> 
ae o So} 
Ere 
tay : 
et a aes 


' 
~ 


St AF 


3 ot ‘- 
= 
At | 
“FS 


& 


T-5 


-16,203- 
James C. iughaffy, K.C. 


MR.MAHAFTY: L amveorry; Sin, 0 did 

not got the import of that question. 

THE CHA TRAN: I say your opponent 

would sey that they hed plenty of natural gasoline hecause 
they Dought up the North end of the field. 

MR. MAHATFY: Sir, Royalite are not 

my opponents. I do not know of any company in this frovincs 
that won't back me up, as far as T know, in saying that 

we should have natural gasoline. My only opponent is my 
friends on the left. I have no quarrel with the Royalite 

Oil Compa ny. 

THE CHAIRMAN: I thought you just said 

a moment age you cannot stay in the market with your competitors 
if they Fad gasoline and you had not. 

MR. MAHA PEY: That is right. But that 

is not a quarrel between ourselves and the Royalite Oil 
Company. But perhaps I misunderstood the question. There 

is no fight on between tho Royalite or the Imperial and 
ourselves with respect to conservation or the use of natural 
gasoline. What I am saying is that the suggested operations 
of the Conservation Board are going to result in 9 certain 
cituation which will be that the Royalite and Imperial have 
natural gasoline ayailable to them and we will not. Now 

I say that that is a situation whieh should not be countenanced 
by tha Gonservation Board; that they should not put us in 
that position. But I have no quarrel directly with the 
Royalite Company. I do not consider that I am opposeed 

4n interest to them in this Inquiry. xcept I want to be 

kept in a pcsition - at least I will put it this way, I 

do not want to be put in a position by government interference 


that I cannot maintain my competitive position with the 
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Imperial oil Limited. 

THE CHa tran: ke er right, we will 
say the Royalite and the Imperial are not in any sense your 
opponents and, if you like, the Conservation Board is. 

But may they not say tho reason you have not oil in the 
quantities you require is that you have not paid enough 
money for land that will provide it to you. We have made 


an order that applies to everybody. 


MR. MAHATFY: Thatvisyright, Sir. 
THE CHAIRMAN: What do you say to that? 
MR MAHAFFY: I am coming to that. 


What I am going to say {S-«seec- 

THE CHAIRMAN: I am perhaps taking you 
out of your orcdor. 

MR. MAHAFFY: That is where the question 
of equities and practical considerations come into the 
picturc.e. I am going to suggest that they should not just 
look at the number of acres we hold and say "This should be 
done and that should not be done." 

THE CHAIRMAN: Quite soe That may be a 
very cogent argument indeed. Well, I am sorry to take you 
out of your order. 

MRe COMMISSIOUER LIPGETT: I suppose part of your 
answer is tho one already given that you provided in your 
leases for the right to develop the land that you took 

for the purpose and that you took land sufficient for your 
requirements, just as other companies bought enough land 
for their requirements. 

VR .MAHAFTY: | That is right, Sir. Most 
of the land originally came from government leases or Fe 


from Calgary & Bimonton Company Leases. 
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MR. COMMISSIONER LIPSETT: In your leases that 


actually were from the government and then you are saying 
that without considering the equities that they are going 
back on the leases that they gave. 

MR. MSHAPFY: That will be part of 

the argument,yes sir. But before I leave this question 

of natural gasoline and its importance to our operations, 

I would like to remind the Commission that Mr. Boyd gave 
details of- his experienee in the United States in support 
of his contention that natural gasoline is an important 

and in fact a necessary product. 

THE CHAIRMAN: ° | Excuse mee Mr. Frawley, 
while you were out I was asking Mr. Mahaffy what the 
correspondence has led to with Dr. Brown thus far. It 
would be of groat advantage to hear hire Mahaffy upon 

that correspondence. Have we get anywhere at all? 

MR. FRALEY: Yes, indeed. I can file 
what I have. [J eee ie Wir. Harvie the other day and he 
said he thought his people would follow up some point 

with Dr. Brown. 

THE CHAIRMAN: If we have substantially 
all it might be an advantage to hear Mr. Mahaffy on that 
very corrospondcnes rather than to get it all after we 

have retired. 

MR. ye ue ea! I .ecan put tt in. Perhaps 
I can put it in the first thing in the mowning or I can put 


it in right now. 


THE CHAIRMAN: You have séen it, Mr. 
Mahaffy? 
MR. M&HAFFY: Yes, I haves. At least 


I have seen everything up to date. 
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MR. FRA..LSY: Dr. Brown's copies go 


woe. vMenatiy's elients. it would only take a second 

to get it. 

THE CHAIRMAN: Unless you are going 

to get anything more overnight, are you? 

MRe FRAWLEY: "do oi \Uhige rs 6. 

THER CHAIRMAN: well I think we will 

get that in so that you can address yourself to anything 
that is in it, thet is of interest to you or against you. 
MR. MAHAPFY: Yos, very well. 

THE CHATRIAN: You see no objection, 
Mr. Nolan, to putting in what we have at the moment and 

put in anything later that we can get? 

MR. NOLAN: No sir. 

THE CHAIRMA®: I would like to hear Mr. 
Mehaffy on anything thet Dr. Brown has said, as well as the 
rest of youe I havo not seen it at alle 

WRe TOLAN: L wes asking Mr. Mahaffy 
if he hed seen it. Perhaps he would like g little while 
tO Look gt it. 

Mr eiiAHAFFY: I have seen it all but 


I would want to have a chance to deal with it, until the 


morning. 
THE CHA IRIAN: | Well, we will put it in 
in the morning. I think we will stop. ‘6 have haa a leng 


day, for we old men, speaking for myself. 

MR. COMMISSIONER LIPSETT: Tt Has 4 number, it:is 
Exhibit "720". 

MR. NOLAN: It is going to take a few 


minutes to rearrange this correspondence. 
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MR. FRAVLEY: . I wonder if it could be 
dons tomorrow? 
THE CHAIRMAN: Yes, 1 think we will 


take that up in the morning. Then, Mr. Mahaffy, you will 
femiliarise yourself with it, of course? 
VR. MAHAFFY: 166 \Loneave Seen. bb, (oii. 


THE CHAIRMAT: All vight. 


(At this stage the Hearing was adjourned until 10.30 4.i., 


December Sth, 1939). 
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INQUIRIES ACT 


—and— 

IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


emer eT 


Commissioners: 
The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 
—-and— | 


L. R. LIPSETT, ESQ. 


Session: 


CALGARY, Alberta DECEMBER 8th, 1939 


VOLUME 


FINAL ARGUMENT 


~ eweoe. = 


m2o0 A. Me Session, 
Sth December, 1939, 


MR. FRAWLEY: Before Mr. Mahaffy resumes, 

Mr. Chairman, I would like very much to substitute a carbon 
Copy of. Loxhibit "ve3, Quite inadvertently it was taken 
away by a gentleman and I assure the Cemmission that what 

[ am now proposing thet Mr. Cutler should mark is a carbon 
copy of the seme Exhibit in every respect. 

THE CHAIRMAN: Well it is so ordored. 


(SUBSTITUTE C8PY: PRODUCED HERZ 
MARKED (AG EXHIBIT (7. 25" 3) 


MR. FRAWLEY: Then we have been telking about 
Mr. Justice Sedgewick'ts Report, rather the report of the 
Tariff Commission which was made: in 1936,. May of 1956, I 
think. Now we were of different’ minds as to whether this 
document was ever filed. JI am satisfied now, and I think 
evorybody agrees with me thet it was never filed. Whether 
iousnould be filed or not is a question. 

THE CHAIRMAN: I think it should be. What was 
the last Exhibit? 

MR. FRAWLEY: The last Exhibit was "728". 

TH". CHAIRMAN: This willbe Exhibit /729", 

How would it be described? 

MR. FRAWLEY: The Report of the Tariff Board 

in reference No. 84 Crude Petroleum and its Derivatives. 
(REPORT OF THE TARIFF BOARD 

NO. 84 CRUD PETROLEUM AND 

ITS DERIVATIVES PRODUCED AND 
MARKED: BXHLBIT yes") 

MR. FRAWLEY: As'a matter of fact, Mr, Chairman, 
T induced the Government to purchase at considerable expense 


a transcript of this report which extended over a long period 


and I have thet and it is available if you care to look at it. 
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I do not know whether you will get that far in your research 
of the Teriff-Boerd. 

THE CHAIRMAN: No, not in the time that we are 
allowing ourselves to get out the report. 

MR. FRAWLEY: Well subject to the arrangement 
which we made some time ago shat the "xhibit be given a number, 
exhibit "720" was to be the complete file of correspondence 
with Dr. Brown erising out of my request that he give us an 
estimate of the increased cost and the decreased spread 
involved operating Imperial's new plant without casing-head, 
compared with the estimates which he had given us in his 
memorandum, “=xhibit "711"; subject to that arrangement I 
think I might now hand to the Commission the file of corres- 
pondence as it is as of this morning. t uo not think Mr. Nolan's 
pecple will have anything to add ito it. 

MR. NOLAN: Did you put the Letter in thet. | 
~ gave you? 

MR. FRAWLEY: No, Mr. Nolen has asked me to add 
to that correspondence a copy of a letter from Mr. McCloskey 
of the Imperial to Dr. Brown and which is referred to in one 
Of Dr. Brown's letters. 

MR. NOLAN: It simply completes the corres= 
pondence,. 

MR. FRAWLEY: Yes. A&A copy of a letter from 
Mr. McCloskey to Dr. Brown. I just want to get it in its 
proper place. 

THE CHATRMAN : It will go in ahead of the letter 
to which Dr. Brown refers to it, I presume. 

MR, FRAWLEY: Yes, and then there only remains 
Mr. Hearvie’s people and they may have something to add to it 


but certainly I eam anxious thet Mr, Meheffy should have it 


«je: 


“162210. =, 


because we are now dealing with it. 

THE CH AT RMAN :- Yes. Have you read that, corres-_ 
pondence, Mr. Mahaffy?. 

MR. MAHAFFY:. Yes, I have sir, end I was going 

to ask the Commission the same question, I do not know whether 
you have had an opportunity of reading it or not. 

THE CHAIRMAN :. No, but we will have that opportuni ty 
and any comments you have to make on it you might make them. 
MR. MAHAFTFY: Iwas just wondering, sir, whether 
you would prefer to read it or have me read it to you before 
iid. comment on.it? 

THt CHOAIRMAN: Well, strictly speaking of course, 
it should be all read tous but I was just wondering --- 

Wes VE RAVLEY: L would be very glad to do that. 
Tee CHALRMAN ¢ IL was just wondering whether it 
would take up so much of your time. If you think itis deair- 


able that we should have it read. 


MR. FRAWLEY: Could ycu state the substance of 
sk 
TH" CHAIRMAN: We will ultimately read it and I 


was just thinking of saving your time. 

MR. MAHAFFY: Well, I do not object to the time, 
sir, except I do not want to waste the time of the Commission 
but it struck me you would perhaps like to know what the corres- 


poncence was before I address myself to it. 


MR. FRAWLEY: Tt might make your submission 


more understandable. 


TW CHAIRMAN: I think perhaps so, either one of 


you might reed it. 


MR. FRAWLEY: This began with a telegram to 


Dr, Brown. The telegram I have mt got but I incorporate it 
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in a letter a day or so later and I will take it from that 
letter, a telegram which was despatched on the 13th of November 
to Dr. Brown from my self; 
"How much time and expense involved obtaining 2rom 
"you estimate of increased cost and decreased spread 
"involved opereting imperial new plans without casing- 
"head compared with estimate page sixteen your memorandum 
"please wire reply." 

Now 1 think to make the thing 
readable I should start with this letter, the letter I wrote 
of the 13th of November. 

g Court House, Calgary, 
" November 13th,.1939. 
"Dear br. Brown: 
” I telegraphed you today as 
"To Blowe.: * 
and tilten I quoted the telegram which I have already read 
to you ana then my letter goes on. 
‘to which I received the following reply: 
* tpetel eliminating the five percent casinghead 
" tfrom estimated operations page sixteen reduces 
# tplant capacity about four and one half percent 
* tond net retum about one percent when supplying 


t tthe same markets. " 


) Now I am afraid I am very stupid, 
T should have read the letter from Dr. Brown first, Dr. Brown's 
letter, Air Mail, 
t I received your day letter’ 
now that refers to the two telegrams Of which his answer was: 
" WRetel eliminating the five percent casing head from 


% estimated operations pege sixteen reduces plant 
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‘s ‘capacity ebout four and one half percent and 
ud ‘qa net return about one percent when supplying 
" ‘the sane merkets.!" 
THE! CH ALRMAN: Reducing "plant capacity". 
MR. FRAWLEY: Reducing plant capacity about 
four and one half percent and a net return of about one per- 
cent when supplying the seme markets. Now that is his 
first answer by telegraph. Then on the same day he writes 
confirming that telegram and then his letter goes on: 
" This estimete could be made with- 
"out difficulty by subtracting the profit on the handling 
"of netural gasoline as shown on page 15 of my report. 
Vins: i's ce of the reasons why I hendled the natural 
“oasoline as a separate item and did not include it in 
“the refinery oper ation. The profit duo to the use 
"of naturel gasoline as shown on page 15 is given as 
mG0.0£05 per barrel of crude. 
" In order to replace this 
tatural gesoline by similar products made from crude 
Roll. it will be necessary ve do a Little further 
*extended cracking, and it is estimated that these 
"sdditional costs would reduce the return by an amount 
"equal to approximately ,0.026 per barrel of crude 


"processed. 

i) Subtracting this amount from the 
"spread indicated on page 16 of 40.4556, we have £0.4316 
"as the spread obtained as gross profit when operating 


twithout natural gesoline. 


nt Making alluwance for income tex, 


“ 


"this meens a net profit per barrel of about 90.3365. 
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But in order to produce the 

“same products, it will be necessary to increase the 
"quantity of crude run by about 4-1/2 percent, so that 
“the net profit per year will be 40.3365 x 5500 x 1,045 
ie OOD» On my little slide rule this indicates about 
"4703,000 representing a decrease in the net Dror Or. 
“approximately 1” per cent: 

" this would therefore decrease 
"the percent return on invested capital by about 1 pr- 


"cent of 15 percent or approximately 0.15%, 


Js I hope this gives you the inform- 
"ation dosired. There will be no charge for this work 
"as it took me only a few minutes. I would however 


“appreciate the check covering my past services at your 
"early convenience. 
" With best wishes to the Commiss- 
"jioners and your other associates. 
" pincerely yours, 
"GaosrTG, ‘prowa” 
then on November 13th I wrote 
him and simply confirmed those two telegrams. At this time 
you see his letter had not come re oy 
" Since your return to Ann Arbor 
tevidernce was introduced by Gas and Oil Products Limited 
"through its refinery superintendent, Mr, L. A. Boyd, 
Tto the effect that it will be impossible to manufacture 
"from Turner Valley crude a product comperable to Sky 
‘Chief gasoline without the use of substantial quantities 
"of casinghead. Hence the communications with you which 


t*pesulted in your telegrem and letter expressing your 
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“opinion thet e modern refinery is eble to produce 
"a satisfactory product without requiring any netural 
"gasoline for blending. 
Now, Mr. Chairman, you will 

remember that was filed as a separate Exhibit, that is it, 

as a seperate Uxhibit. 
« First I wish you would define 
"your use of the word “satisfactory". If you mean a 
"motor fuel could be made which will operate satis- 
ME SCUOTILY im) a motorcar) thet. 1s onel thing Guna i yon 
"mean that a product of quality and volatility equiv- 
"alent to sky Chief could be made without casinghead 
‘Thetis multe enot ner, I think therefore that you 
“should elaborate somewhat on the use of the word 
"tsatisfactory’. 
" You have also stated in your 
*letter to Messrs. Helman and Mahaffy of the 4th instant 
tthet it is simply an economic. question whether natural 
teasokine is to be used or not. what I now require 
tis some information from you to indicate the economic 
teffect of dispensing with the use of casinghead in a 
“modern refinery. To this end you have adviset me that 
"eliminating the 5% casingheed *rom your estimate of the 
"operation of Imperial's new plant at 5500 barrels per 
"Jay would reduce the plant cap-ecity about 444, and the 
"net return about 1% supplying the seme markets. In 
“eddition to this information I should like to have from 
"you some details showing how you came to this conclusion. 
" Dispensing with the use of casing- 
"head would, of course, require a different operation 


‘which would result in different yields thus affecting the 
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"spread of (30.9926 per barrel shown on page 16 of 

"your memorandum. Please prepare for me a caélculatiol: 
"Similar to that shown on page 15 of your memorandum 
"conputing the spreed on the seme operetion without 

"the use of casingheed. I should also like to have a 
“statement computing the difference in the operating 
"costs of $0.539 shown on page 16 cf your memorandum. 

a I presume that the gross profit 
“of ¢£0.4536 would be alterec by cispensing with the 

Yuse of casinghead and the extent of the difference in 
"eross profit could be saiu to represent the additional 
"oosy of the operation. 

" If it does not involve toc much 
*ealculetion would ycu please send me a computation which 
"would indieste to what price casingheed would have to 
"oo before Imperial would find it more profiteble to 
"dispense with the use of it. 

" The CGheirman this morning cirected 
*+hat this should be regarded as a letter written by me 
"on behalf cf myself and all counsel concerned in the 
"inquiry and I wish therefore that you would make several 


"copies of your reply .and send one each tc the following: 


¥ Le O. MeCloskey, 

MN Imperial Oil Limited, 

56 Church »treet, 

” Toronto, Onterio. 

A Sey ave OO Leys 

" British fmerican Oil Company Limited, 


” Royel Bank Building, 
" Toronto, Ontario. 


T) Ges and Oil Products Limited, 

yt Lancaster Building, . 
n calgery, Alberta. 

tt Lion Oil Refining Company, 


" Celgery, Alberta. 
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’ A ° ° * 
: The Commission is concluding its 


“public sittings tomorrow but it will te arranged that 
"your statement can be filed as and when received. The 
"Chairman intimated that upon receipt of your letter 
"the companies might desire to pursue the matter further 
"with you by correspondence ultimately concluding the 
"matter by a final statement from you, all of which 
"would be filed as an exhibit. 


. Yours “‘truky 5 


Then pr. Brown's letter of the 
2lst of November: 

' Your letter of NcoVember 13th 
"evidently crossed mine of the same date in which [I 
"tried to explain how I arrived at the conclusion wh ich 
"T wired you at that time. 
: In order that the record may te 
"clear, I am again outlining the method by which I made 
"these calculations and sending copies of thLis letter 
"to those people whose names appear below, 
tt | On page 15 of my report I showed 
the netural gesoline as a separate item which was 
"purchased, processed and sold by the refinery at a 
“profit corresponding to ¢,0.0205 per barrel of crude 
"processed. 
tt If this neturalgesoline were not 
"purchased by the refiner, this profit would be wholly 
"lacking, and I estimate the additional cost thd might be 
"mecessery due to the more extsnsive erecking tart would 
ho required to inererss th: percent’ ge VLeLd Ot © Eceo1 te 
"to smount to S0.0015 per berrel of crude processed. 


"This tnen would reduce the proerit: per herrel of crude 
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"processed by a total of %0.022 per barrel. 

"Subtracting this amount from the gross profit indicated 
fon peas 16 for tiers taste of crude there given as $0.4536, 
"we heve $0,.4316 as the gross profit per barrel of crude 
"when operating without natural gasoline. 

A Making allowance for income tex 
"this means a net profit per barrel of crude of $0.3365, 
iH But in order to produce the same 
"Quantity and quality of product without the use of 
"naturel gasoline, it will be necessery to increase the 
"quantity of crude run by about 43% | so that the net 
Foro f.4 Per year will bey S0.5465) 0 SOC ae) 040) saaob 
twhich is approximately &703,vV00. 

wt Therefore the net profit for the 
“year's operetion of this plant when producing the same 
*finished nroducts is reduced from $710,00to $703,000. 
" This indicates a decrease in 
*the precent return on the invested capital of about 

"1% of the 15% previously indicated or 0.15%. 

" Based on the distribution of 

*the various products now being manufactured for the 
"alberta Gistrict, I feel sure that a modern plant 

twill be able to produce gasoline of premium quality, 
"standard quality and third structure without the use 
‘of natural gasoline that will in every way be compar- 
table to the Been ae of the similar products now being 
“produced with the use of 5% of netural gasoline. In 
"other words, the use of wy term “satisfactory"product" 
"was intended to mean an equally satisfactory product to - 


“thet which can be produced when using the natural 


torasoline. 
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fhe decrease in the capacity 
“of the plant is due to the fact that ap proximately 
4 2% of additional crude must be run in order tn 
"make up the quentity of gasoline represented by the 
"4.5% of stabilized natural gasoline previously used. 
eB £ have indicated to the best 
"cf my ability wheat I believe would be the effect in 
"increased opereting cost and decreased profit due 
*to the eliminetion of natural gasoline. 
The only difference in the 
*"estimete shown on pege 15 that would be caused by 
*the elimination of the netureal gasoline would be the 
"elimination of the natural gasoline item entirely from 
"the, babulation.on pager l5,, with .e proventie amerease, in 
*vield of cracked gasoline, and a decrease in yield of 
"kerosene, tractor distillate, Diesel and light ivels, 
*and heavy fuels which can more easily be handled in 
"the manner which I have outlined above which assumes that 
"the same market must be met in either case and that add- 
*itional crude must be substituted to take the place of 
"the naturel gasoline which has been eliminated. 
nt According to these estimates an 
*inerease in the price of natural gasoline of 20% above 
"the price used for natural gesoline in my calculation, 
twith all other costs constant would be about the 
"maximum inereese which the new plant of the Imperial 
“Oil company would be justified in paying for natural 
"casoline when processing 5500 barrels per day of 
"Turner Vel ley crude, Since my calculations were based 


“ton a price of $2.1449 per barrel of casinghead, I 
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"therefore estimate that the maximum economic price 
“for natural gasoline would be $2,573 per barrel on 
"the besis of 43° A.P.I. Turyer Valley cérude at $1.35 
" f.0o.b. refinery to the new Imperial plant when onerat- 
*ing at about 5500 Lerrels per day. 
, I wish it distinctly understood 
*that these figures are simply estimates made by me on 
"the basis of the best informetion which I now have, and 
*those calculations which I have previously submitted 
*to you, perticulerly those shuwn oa pages, 14, 15 and 16 
"OD omy Teport’s 
“ I hope this gives you the inform 
"etion requested. If not, I will try to make myself more 
elLear. 
st | Very truly yours, 
*Geo, G, Brown” 
Copics were sent.te L. Ui McCloskey, linperigld Og1 Limited, 


Le. &. Woolley, British smcricen Ol1l Comprny,.Gas end O11 Product: 


4.1 © 


fimited, Lion O11 Refining Compeny end Mr. Fred Cottle. 


THE CHATRMAN: What Co you gather from thet, 
that the additional cost of processing a barrel of crude would 
boy? 

MR. COTTLE: Well he says the acditional cost 
oz processing will be 0015 cents per barrel and a loss of 

too proltit on the sale of gasoline, including casinghead, is 
0€2, Dr. Brown has treated the casingheéd as a purchase ~ 
and gale of the product, that is a sale for say 8.6 cents 


and the gasoline cost 6. some cents, the difference is profit 
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and that profit goes out and the extra processing dost; 

the extra expense involved is ,0015 per barrel bf crude; 

Adding the two tbeether the nét difference in your profit 

po sition, pccording to Dr...’ Brown,.is the...Ges: in other 

words, 2-1/5th cents per barrel. 

THE CH ATRMAN: Now 10 you appreciate that, 

Mr. Frawley, at leest is it your understanding from tha 

correspondence which you have that he covers the point that 

you may make money in that particular way but that you may 

lose a lot more. money through loss of business because you 

have not got the volatility in cold weather. 

MR. FRAWLEY: Yes, we take it that that is. all 

dealt with as we read his letter in this one paragraph in 

which he says 
"Based on the distribution of the various products now 
"being manufactured for the Alberta district, I feel 
"sure that a modern plant will be able to produce 
"oasoline of premium quality, standard quality and 
"third structure without the use of natural gasoline 
"that will in every way be comparable to the qualities 
"of the similar products now being produc3d with the 
"use of 5% of naturel gasoline. In other words, the 
‘use of my term “sat isfactory product" was intended 
"to mean an equaliy satisfactory product to that which 


"can be produced when using the natural gasoline.” 


THE CH AL HMAN: I seen 


MR. FRAWLEY: Now the next letter to reai is 


Mr. MeCloskey:s answer to that letter, I think. 


THR CHAT RMAN: You say that, in your opinion, that 
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gees to the length of saying that its starting qualities 

are just as good? 

MR. FRAWLEY: Oh, yes, when he says “satis- 
tactory'.. Now we had him here to cross-examine, we might 
have put all that in but when he says “satisfactory", assuming 
aman of that calibre knows what he is talking about and that 
that is always present in his mind, volatility, when he says 
“satisfactory” it covers volatility an¢ starting fractions. 
MAJOR LIPSSTT: That is from an inspection of 

the Imperial Oil Plant but he has never seen this Gas & Oil 
Products Plant. 

MR. FRAWL3Y: As Mr. Cottle says, it is based 
on what his enginecring knowledge is of what could be done 


ain these plants. 


THT CHATRMAN: By any modern plant? 
MR. FRAWLEY: Oh, yes, that is what he means of 
course. 


Now Mr, McCloskey says this, on 
November 24th, he wrote te Dr. Brown in reference to that 


letter end he says this: 


" Referring to your Letter of 
"November 2lst to Mr. Frawley: 

i" You mentioned in the last 
"paragraph of Page 2 that the maximum price Imperial 
twould be justified in paying fcr Natural Gasoline 
twould be 42.573 per bbl. or 20% over the present 
"price for this product, this may be interpreted 


“that the present price for Natural Gasoline is too 
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” As we see the situation, a 

"20% increase in price would eliminate entirely any 
“profit from processing Natural Gasoline. Puntvher, 
"it is indicated in your letter thet the profit on 

"the hypotheticel plant would be slightly reduced 

"if Netural Gasoline were completely eliminated, 

"This, to us, indicates thet the present price of crude 
"oll and Netural Gesoline are on a parity, 

" We would appreciate very much 
"if you would point this out to Mr. Frewley as it may 
"be interpreted thet the present price of Natural 
"Gasoline is too low, ™ 

" Now it was in answer to that 

the next letter was written to me, dated November 25th, 
Dr. Brown to myself. 

"ear Mr. Frawley: 

" In my letter to you of November 
"2lst, page 8, last paragraph, I statsd that according 
"to the Sopa tes T had made for the operation of the 
"Imperial plant without the use of naturel gasoline, 
"that an increase in the price of natural gasoline to 
"20% above the price used in my calculations would be 
"spout the maximum increase which the new plent of the 
"Imperial Oil Company would be justified in paying fcr 
"naturel gasoline when processing 5500 barrels per day. 
" I find there was a slight error 
"in these calculations in that I neglected to take into 
"account the constant item of the cost of processing 
"the netural gasoline with the result thet the maximum 


"economic price for natural gasoline would be approx- 


3 aby) 
at) xf hw 2 
f; i 


, 
. bee 
\ 
gk 
v4 0 
ese 
rer’ 
a ne 


pee) 


“ 
~ 


ay 
. 
‘a 
weal 
2 
eae 


Peed 


“ 


Weed 


eG. Manearty, KoG. 


= een 


4 ¢ 


"imately »2.60 per barrel on the basis of 43 gravity, 
"Turner Valley crude at $1.35 f.o.b. refinery when 
toperating the new Imperial plant at about 5500 barrels 
"per day. 
7 Although this correction is 
"probably well within the errors involved in my estimate, 
*"T think it should be celled to your attention. 


” Very truly yours, 


"Geo. G, Brown" 


( Go te Page 16,224 ) 
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Mie PRA Lay: Now let us see What he had 


said. 2660 is what he now says it should bse. “hat had 


he seid before? 


Wie FRAVLEY: This is the price of 


natural gasoline which the Imperial calls absorption 
gasoline. The next letter is simply ny acknov ledgement 
of the 27th of November. 
. Court House, 
Calgary, 
Movembe: e7th, 1939. 


Spear Dr. Brovin: 
Re: Royal Gomeission on Gasoline. 


: Acknowledging your 
"letters of the 2lst instant and 45th instant, insofar 

"as we are concerned you have dealt sufficiently with 

"the problem raised by i’z. Boyd's evidence. 

u Under the arrangement 
"referred to in my letter to you of the 13th instant we 
"will file your letters togethor with any further corras - 
"pondence which arises at the instance of any of the persons 
"eoncerned, namely Mr. McCloskey, Mr.Woolley, Gas and 

YOil Products or Mr.“ PlYotkins. 

n Yours very truly, 


Tt dé I % FravLEY, 
Comnuission Counsel. " 
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The next letter is 


Dr. Brown's letter to myself, d 
rt Novembor 2, 1939. 
"Mr. James A. Frawley, 
"Commission Counsel, 
"Court House, 
"Calgary, Alberta, Canada. 
"Dear Mr.Frawley: 
x In my Lotter of 
"November 21st and also in the letter which 
"followed a few days later in which I stated that 
"the highest price that could be paid for natural 
"gasolino, on the basis of 61.35 at the refinery 
"for 43 gravity Turner Valley crude oil, was $2.60 
"per barrel of natural gasoline, I am not sure 
"that I made clear the fact that this estimated 
"maximum price is a price for natural gasoline 
"at which the refiner would be no longer justified 
Nin purchasing natural gasoline and using it in 
"his finished products. 
it In other words, this 
"estimate of $2.60 per barrel for natural gasoline 
"is g@ price at which natural gesoline in Calgary 
Mould lose its present mark<t to the petroleum 
"refiners, in much the same way aS a price of 41.78 
"for Turner Valley crude woulc put the crude in 
"nosition of losing all of its markets even in 
"Calgary in the manner set forth on pages 5 and 6 
"of my carlier report. 
" I believe I should 


"also eall to your attention the fect that any 
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"change in the crude oil price from ,1.35 at the 
"refinery in Calgary would also affect the prices 

"which could be paid for natural gasoline. Within 
"narrow limits this effect of the crudo price on tho 
"maximum price for natural gasoline might be computod 
"on tho basis of a percentage reduction. That is, 
Prive price ‘of erude oil atthe nefinery is decreased 
"10% from the price of $1.35 per barrel, it would 
"follow that the maximum price that could bo paid for 


"natural gasoline would be similarly reduced by about 


"100. Although this method is not acéurate over wido 
"price fluctuations, it will introduce no substantial 
"Norror for small changes in the price of crude. 

" The use of natural gasoline 
"by the refiner is wholly an economie problem. He is 
"justifiod in usin: natural gasolins, and will use 
"natural gasoline, only so long as he can make a little 
"oreater profit by the use of natural] gasoline than 

"he could without its use. <As the profit that the 
"refiner can make on the use of natural gasoline is 
"decreased, the point is reeched where the profit is 
"so small that it does not justify the refiner taking 
"the trouble to handle and creat the natural gasoline. 
"Phe iigxXimum price that I have estimated for natural 
"easoline on the basis of y1.25 for crude, is the 
"priee at which this profit is entirely climinatod 

"end therefore a price so high that no refiner would 
"be justified in using any netural gasoline. 

1" Phe price of natural 


"sasoline should be so sot that the refiner can make 


"an adequate profit by using natural gasoline, as is 
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J.C.Mahaffy, Ones 


"the case at the present time. 
Very Arudy vouns « 


"Geoe G. Brown". n 


A eopy of that letter 
was sent to Mr. NMeCloskey, Min “ool Ley, Gas & Oil Proaucts, 
Lion Oil Refining ang Mir. Cottle. Now that is all the 
correspondence. 

THE CHAIRMAN: Do you think he is just 
dealing with the Imperial Bove vione: ould vou say he had 
in mind the difference that might result to a refiner who 
did not have it at all, and wens it? 

MR. FRAWLEY: I surely think he had 

in mind....well I wondor if we could get that sarliex 
correspondence, and bring it all up to date and See what 
that letter says thet Mz. Meahaffy wrote. 

THE CHAIRMAN: ALL this eroese ‘owt of 
Mr. Boyd's evidences with relation to volatility. 

MR. NOLAN: ) Bhp ab Tee 

MR. FRALEY: I Would: bikes to: put 
beyond any question - we think there is none but we can sav 
to Dr. Brown in Sv many words "Volatility is what we are 
rotheregd about and what dc you say about that?" ‘ve vould 
do that ina telegram and get an answer tomorrow or today. 
THE CHAIRMAN: Mr. Mahaffy might have 
something te say about it. 

MR. FRAWLEY: Yes, Mr. Mahaffy mey not 
be challenging that. 

THE CHAIRMAN: It must be very flattering 


to Mr.Ray to kave Sky Chisf taken as the standard gasolin;3 


in your correspondence, hr.Frawley. 
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MR. RAY: It is quite natural for 
the reasons I explained to you yesterday. 
MR. FRAULSY: I did that of course - 
the Texas Company has spent so mueh money on advertising 
its products that they do not need anything from me - but 
Mz. Mahaffy gave me the lead there. His client, im. Boyd, 
talked about that. 
i. COMMISSION A LIPSETT: There was an exhibit 
"718", a letter from Gas & Oil Frodwcts to Mr. Mahaffy. 
Peron by USO" and Exhibit "719". 
MR. PRA LEY: No. “ell, Exhibit, "71S" 
is a letter to lir. Meahaffy from his client, giving him 
the amount of the runs. But it was Exhibit "719". Dr. 
Brown writes mo, and incorporates a telegram which he had 
received from Mr. Mahaffy. He writes from Ann Arbor, 
Michigan, November 4th. 

"Dear Mr. Frewley: 


" T have received the 


"following day letter under datsecf November drd, 


"We act as solicitors for Gas and Oil Products 
"who operete a refinery at Turner Valley and 

"wo have contended before McGillivray Commission 
“that in vier of climatic conditions in this 
"eountry natural gasoline is required for 
"blending purposes Stop ‘e did not examine you 
Tin eonnection with this point at hearing Stop 
"would appreciate wire collect indicating 
"whether or not you agree with our contention. 

" (Signed) Helman and iwahaffy " 


"to which I have wired an answer as follows: 
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"retel natural gasoline desirable for blending 
"when economically available but not necessary 


"to a modern refinery in purner Valley." 


it I thougpt you should be informed of this corres- 
"pondenecs as I do not know to what purpose they may 
"wish to put my answer. 

Sincerely yours, 


Geo. G. Brown, i 


Then he sent me a copy 
of the letter which he also wrote the same day to Mr. 
Mahaffy's firm. 

"Helman and lMahaffy, 

"Calgary, Alborta, Ganada. 

" Gontlemen: 

: In reply to your day 

"letter of November 3rd inguiring as to the necessity 

"6f using natural gasoline for blénding purposes, 

Hin the refining of Turner Vol ley crude. (Ole we wined 

"you collect as regquosted as follows:- 

i, "Rotel Natural gasoline desirable for blendi ng 
“when economically available but not necessary 
"to a modern refinery in Turner Valley." 

" Natural gasoline is 

Tan economie and prefitable raw material to be used 

Tin the refining and production of motor fuel under 

"Shoe conditions which I assume to oxist in the 

Xealeulations mads for the MeGillivray Vommission 

Nand on which my testimony was based. 

" If the price of natural 


"sasoline is too high, or if the material is not 


ei 


Pic. Mehoetty, K.0. 
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“availablo, a modern refinery is able to produce 
"a Satisfactory product without requiring any 
"naturel gasoline for blending. In other words, 
"it is simply an sconomic question whether natural 
“gasoline is to be used or not. 

zt I hope the wire was 
"cloar to you, andyifonotvthsat this Letter nay 
"make my position clear. 


Very truly yours, 


Then we endeavoured to 
make it more clear by asking him to explain his use of 
the expression "satisfactory produet" and then he gave 
it to us as you have heard. 

MR. COMMISSION R LIPSETT: Does that mean that 

it is desirable in itself or only desirable if it can 

be got cheaper? 

MR. FRAWLGY: I think that is what 

oo Means. iIt-is tho dollars and cents. it is very 
ory up to a Point and atter thatrit as tou eo 
satisfactory. 

MR. COMMISSIOMN:R LIPSE°T: I wondered whether he 
intended it tobc preferable if the two were at the same 
price? 

MR. FRALEY: If at-is just evealy 
balanced using that natural gasoline as a blender or more 
intensive cracking without the usc of natural...-:.. 

MR. COMMISSION st LIVoOETT: If the cost is the same 
is the use of- it preforable? He uses the vord "desirable". 
MR. NOLAN: One is Very much more 
valuable than the other. As I understand it, mr. Chairman, 


he says there is a point at which you arrive at which it 
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will not pay the refiner to use absorption at all. ‘That 
point, as I understand it now is $2.60 a barrel. That is 
where you go out of the picture, You do not use it. As 

I also understand with my operation if I do not use absorption 
at all it makes a difference because I have to run more 
erude and my y;rofit position is »7000.00 less per year, 

a differcnes of 1% of my earnings. Is that stating it 
correctly? 

MR. OOTTLE: Yes, that is quite right. 
Dr. Brown states in his letter that dispensing with 
casinghead and making the same product it would decrease 

the profit by 2-1/5 cents per barrel, but by reason of 
running more crude there is not that differenee in the 
ultimate result <t the end of the year, because as he says 
the profit on the Inperial's new plant would be »~710,900.00 
With casinghead and 703,000.00 without. It is a difference 
er*1% in the profit. 

MR. COMUIISSIONER LIPSsTT: “Vhat I was wondering 

WeS Supposing you just got it at the economic figure 

of just under 2.60 at which seach would cost the same. 

You had the two commoditiss. Is it m@me desirable to use 
casinghsad than not’ 

WR. COTTLiv: I would say according 

to Dr. Brown you are just on the fenos. It is a flip of 


the coin whether you do use it or not. 


MR. COMMISSIONER LIPSETT: It is a matter of 
money? 

MR. COTTLE: It is a matter of monev. 
MR. NOLAN: He says that clearly. 


He says the problem is an economic one, and it is just 


whether it costs more to buy it thet makes it worth while 
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bo use it or not. If you have not got it, it is, under 
my opsration, 1%. 
MA. COMMISSIONSR LIPSETT: It was the use of the 


word "desiraple". 


MR.NOLAN: In that early letter. 
MR. COMMISSION&R LEPSETT: YES 
Mine BRAULEY: "Netural gasoline is 


an economic and profitable raw material to be uscd in 

the refining and production of motor fusl under the 
conditions which I assume to exist in the Calculations 
made for the MeGillivray Commission and on which my 
testimony was bascd. If the price of natural gasoline 

is too high or if the material is not available, a 
modern refinery is able to produce a satisfactory product 
without requiring any natural gasoline for blending." 

Now if, Mm. Chairman, 
you still heve a lingering doubt as to hov far Dr.Brown 
would go if he were here and we were exploring with him 
the use of thet language, perhaps it would be better to 
put it beyond any possible doubt. Surely he is @ man who 
knows and he must surely have had volatility in his mind. 
WR. COMMISSIONiR LIPSHITT: It was in one of the 
other letters where he used the word "desirable". I 
thought he meant if it is possible to gét it at the same 
priee tmt it was preferable. That is what I was trying 
tc. clarity. 

THE CHAIRMAN: It is an sconomic 
problem. But I am wondering if he has considered the 
economics of the loss of business thvough non-starting 
quality. Certainly you may just have aS good a gasoline 


but the aversge oan is going to buy a gasoline with which 
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his esr will start quickly.in winter. However, if ycu 

think that is sufficiently covered. 

Mar. FRALEY: Perhaps it would be 

Said it was not as good, because good means good for the 
country and the time. “6 Go know they change their gasoliness 
in winter in this country from whet they use in the Summer. 
What I am conecrned about is perhaps Mr. Mahaffy is not 
challenging the situation, and that is perhaps more importan% 


and then WG might oefoes @ ni 


THE CHATRMS N: U6L1l, Mr. Meahaffy? 
WR. WAHAPTY: I perhaps should deal 


With the point we have been discussing, but before I do so, 
ahd before i overlook this other point, I want to give you 
Some information, if I may, with respect to the problem 
that vas discussed yesterday afternoon. You remember 
that the percentage of natural gasoline came up for dis- 
cussion, and I gave the Commission the page number where 
ur. Boyd said he would necd 18% at present for use with 
the cracked product. Now Mr. Mayland is at the Coast 

and I was not able to get lire Boyd late yesterday after- 
noon on the ‘phone but I did get him on the telephone 

at Turner Valley this morninge Now I would like to make 
thas statement if I may. iI realize probably in @ sense it 
is adding to the evidence but I would like to give the 
figures that I sot from him on the telephone in explanation 
of the phrase that he used "18% at present." No: he told 
mc that it was his estimatc of the winter requirements. 

THE CHAIRMAN: You say, aS I understand 
it, you are not adding to the evidence but you are merely 
explaining a portion of the evidence? 


VMAHAFFY: Perhaps I could give 
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these figures and then you, my Lord, can decide. I would 
like to explain that statement he made of "18% at present". 
That was the requirement for winter gasoline and I think 
there is evidence that shows that the requirement in the 
summer time is not nearly as great. The actual refinery 
Peo crude I do not believe is in the evidence but it’ is 
approximately 8,750 gallons per day. Mr. Boyd did say 
that his casinghead or natural gasoline requirements for 
that cracked product would be 700 to 750 gallons per day 
end taking the figure of 700 thet works out to a yearly 
average of about 8%. Now I just vish to put that to the 
Commission. It was suggested that our 18% figure was very 
much higher than the 5% from the new Imperial plant. 

MRe FRAWLEY: Li, Vou +d noe taming 
would you mind going over that again. Mr. Cottle did not 
get it. 

het. AHAFFY 3 Mr. Boyd said in the 
evidence that at present the reguirsment for standard and 
Ethyl products was 18% of natural gasoline. The way tho 
thing works out on a yearly average baSis according to 

his figures is a yearly average of 8%. That 18% figure 


was his figure on the basis of winter gasoline. 


MR. CODUILE: How do you wor it out 
to 8%? 
PR. MAHAFTFY: The refinery rune Mind 


you these figures are somewhat even yet in the realm of 
ostimate because the plant is just getting under way. The 
refinery run of crude is 8,750 gallons. That is the output 
whatever technical..-.- 

Ve. COTTIER: , Of gasoline? 

MRP AHAFPY: Of gasoline, yes. and Mr. 
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Boyd stated in the evidence that his requirements of natural 
gasoline for blending with that output was 700 to 750 


gallons per day. 


MR. COTTLE: That was additional? 

VR PAHAFFY: That is the additional 
amount. 

Lie COTTLE: 8,750 is additional? 
MiRe MAHAFFEY: That is the output from 


the new cracking unit. 

VR. COTTLE: Over and above.... 

MR. MAHAFFY: Past operations,yes. 

Now, Mr.Chairman, I would like to deal with the question 

of the correspondence filed from Dr.Brown. 

MR. FRA: LEY: Vell, where have ve arrived 
at with respect to kr. Boyd's estimate? For my part, Mr. 
Chairman, it is not for me to say, of course, but as far 

as I am coneerned I have no objection to Mr. Mahaffy 
introducing new figurese That does not bother me at all. 

I would Like him to deal with Bxhibit "718" beeause in 

that exhibit his client advised him th, t"the natural gasoline 
used in the sanufacture or the finished product was 24%. 

That is in this way. Crude charged to stills, January 1, 
1939, to September 30th, 1939, 8,021,490 gallons. 

Natural gasoline recoveries, the same period, 1,458,199 gallons. 
Then natura] gasoline used to manufacture finished produets 
24%. This figure of 24% as shown covers natural gasoline 
used in the manufacture of our Purity and fuels used for 
farm purposes, and we would like to point out that with 

our cracking plant in operation a very considerable amount 
more netursl gasoline will be used." Wow then so that 


there will be no possible misunderstanding of the fact, 
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Mr. Mahaffy, in the 8% you are nov introducing into 
evidence, is it 24% plus 8. which is 32%, or is it an 
average of 24% all around? 

Ma. MAHAPFY: My Lord, the question 
that came up yesterday, unless I misunderstood the situation, 
Was thst your Lordship queried the amount of natural 
gasoline which Mr. Boyd had said it would be necessary 

to blend with Ethyl gasoline and Standard "q" brand 
gasoline in order to gain his necessary volatility and 

we referred to the evidence and “re. Boyd said"l8% at 
present." He was referring there to the Standard and 

Bthyl gasolines. Then somebody mentioned that the Imperial 
was 5, and I suggested that Mr. Boyd was talking about 
Winter gasoline at the present time, and that the Imperial 
figure which Dr.Brown was using was the yearly average, 
and that is why I have mentioned this today. Mr. Boyd 

did say 18% at the present time. 

THE CHAIRMAN: And your yearly 
average you now say is what? 

VR. MAHAFFY: My yearly average on 
those two gasolines is 8%. I am not saying that we do 

not use a larger rereentage than that in our third 
structure and our tractor geaciine’ but I am just trying 
to answer the question that was put to me ysasterday es 

to the percentage that we requived ona yearly basis for 


mm" brand and Ethyl. 


THE CHAIRMAN: Wow Dr. Brown's 5% 
referred to what? "c" brand and Ethyl* 
iR. MAHAFFY: As I understand it 


that is the totel plant requirement of the Imperial Oil 


We. PRAY LEY? That is just the neat 
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point. Dr. Brown says 5% for the whole operation, 
comparing natural to @erude on the whole refining operation. 
MR. NAHAFFY: | I think that is right. 
He is taking it on the basis of Imperial using 5% for 
their whole operation. 

THE GHAIRLAN: You say on #thyl 

and "{" you require 8%. Do you add what you would 
require on all other products? 

hike MAHAPEY: The evidence of Mr. 
Boyd was on that, I think it is on Page 15,543, that 

"Yon the third structure gasoline I would say we use an 


average of 25 or 30%." 


THE CHAIRMAN: Page what? 

Me AHALE Ys Page 15,543. 

THE CHAIRMAN: Volume ? 
MR.MAHAFFY: Volume 139, and he 


went on to say that he recuired that much in order to 
turn out the products thet he has been turning out. 
MR. COMMISSIONER LIPSETT; Does he give either 
directly or by infereneo from that the daily average 


that is required for the third structurc, mr. Mehaffy? 


MR. MAHAFPY: You meen in gallons? 
MR. COMMISSIONSR LIPSETT: Yes? 
MR. MAHAFFY: Not just ab that 


point he does not, but in the evidence, I can give 

you the reference, he fixes it at 5500 gallons per days 
MR. COMMISSIONS LIPSETT: That means you require 
about 6200 gallons? 

MR. MAHAPFY: 6200 gallons per day. 


Those figures are found at Pages 15,0906 and 15,512 in 


Volume 188. 
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MR. FRALEY: That compares with 
how many barrels of crude,have you got a references to 
tha t? 

WRe MAHAPFY: Wo. Lf devnot thiuk 
there is any totsl crude shown in the books. 

MR. COMMISSIONAR LIPSRETT: Have you got the 
amount that you actually get now of this casinghead 
from any of these figures? 

MR. VAHAPPY: The amount we have 
been getting is 5500 gallons per day. 

Mins COM ‘LSSICNaR LIPSEIT: Leaving you about 
700 gallons short? 

MRe AHAPFY: Vell, my argument 
Will be, Sir, when I come to that phase of it, that 

Wwe are not suggesting any change in the way of an 
inereasc. ./9 are Simply going to suggest to the Com- 
mission that the matter should be allowed to stand and 
as is. 

WR. FRAVLSY: I do not want to be 
thought to be overly anxious about this, and I am not 
at all. But I am just wondering when some time the 
Commission may want to go to Mr. Cottle and have some 
computations done on this material, will it all be as 
Clear as it should be, and if it. is nots. ad suppose. now 
is the time to make it, instead of worrying about it 
afterwards when Mr. Gottle may be short of information. 
I only mention it because he is now inelined ta think 
that perhaps there is not enough material for him to 
make a satisfactory computation. 

THE CHA IRMAT: At the noon hour 


supposing that you put before hr. Mahaffy exactly what 
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you do want. 

MR. COlMTLE: Yes, I will be glad 

to do that. 

MR. MAHA FFY: And I will be glad 

to dig up any further figures Mr. Cottlo wants. 

THE CHAIRMAN: I take it I am receiving 
this in the sense that it is not truly new evidence, but 
it is just straightening out a misunderstanding in 
respect to the evidence already given. So I think that 
is a Simple iay to deal with it. 

Mine MADAPPY: I think, Sir) Jthet 

was the only point that was in the nature of unfimished 
business from yesterday. 

TH CHAIRMAN: Yese 

MR. MANAPPY: As I say now, I would 
like to go on just to say a fcv¥ words about the corres- 
pondenes which Mr. Frawley has read, cxechanged between 
himself and Dr. Brown. Now it is true thet Boyd, who, 
after all, is a practical man and operating this business, 
gave evidence to the Commission that in his view natural 
gasoline was an essential to the attainment of suitable 
volatility in the gasoline he is manufacturing. No 

doubt he gave that evidences, as I say, aS a practical man 
from a practical vierpoint, having in mind the conditions 
under which he is operating and the competition which he 
has to meet. Dr. Brown has, in his correspondence, said 
in effect, I suppose what is generally true in any branch 
of life, that nothing is impossible. He has said that 
and I em preparcd for the purposes of this Argument to 
accept his vievs, that a satisfactory motor fuel can be 


manufacturcd without the use of natural gasoline. ds I 
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Say nothing is impossible. But there are one or two 
things in connection with the figures given by Dr. 


Brown that I would like to draw to your attention. 


(Go to Page 16,241). 
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Dr. Brown's figures are 
based on the assumption that Imperial Oil, first cf all 
is operating its hew plant and secondly on the assump- 
tion that it is,-and I suppose it in fact is,-+purchas- 
ing this ratural gasoline from the koyalite Oil Company, 
Limited, and at the present time it is paying $2.1449 
per barrel, according to Dr. Brown's figures; in other 
words it is paying roughly $2.14 per barrel for the casing- 
head which it is_using or, should I properly say, which it 
will use in its new plant. Then Dr- Brown goes on to say 
that should that purchase price for any reason increase 
to $2.60 ees: more, then he says Imperial would not 
be justified in buying at anything over that price. They 
would be better off to re-arrange their system or whatever 
else has to be done to enable them te manufacture without 
natural gasoline. 

Now what I want to point out 
sir, is, Boyd has looked at this from the practical point 
of view and I am trying to put it to the Commission fron 
the practical point of view. The fact is that Imperial »uys 
that casinghead or that natural gasoline from its own sub- 
sidiary, Royalite Oil Company, Limited. The figure of §2.14% 
fetere itis the field price. ..Now in this ,case She itield 
price means very very little. The evidence shows that there 
are three companies operating absorption plants in the field, 
the British American Oil, ourselves, Gas and Oil Products, 
and the two Royalite plants. Wow I think the evidence also 
shows that Gas and Oil Products certainly has none of. this 


stuff for sale at the present time. That Royalite has not 
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any for sale and I think we can also say that the British 

American Oil Company has none for sale, so the only person 
who, in any sense of the word, is selling this product is 

the :oyalite Oil Company and it is selling entirely to the 
Imperial Oil and that is the only basis on which the fiela 
price is fixed. 

Now the point I want to make is 
that if for the purposes of this argument we treat Imperial 
and :oyalite as a single unit, then the cost of this Natural 
Gasoline to the Imperial obviously is not $2.14%; they pro- 
duce it themselves, and while that is the price, the inter- 
company price, which has been arbitrarily set, I think we 
can safely conclude that that is not the cost of producing 
that natural gasoline insofar as the HOoyalite is concerned; 
certainly we can say with confidence that that is not the 
cost of producing this product in Gas and Oil Product's 


plant. 


Wow so far as Gas and Oil 
Products, Limited, is concerned our cost would go. away out 
of sight for producing our products if we had to pay $2.60 
per barrel for natural gasoline. 

Wow I am taking Dr. Brown's 
assumption that we can,7-it might involve plant renovation 
an@d improvements and such as that,-but that we can theo- 
retically produce a satisfactory fuel in our plant without 
this stuff, but if we had to do that or if we had te pay 
$2.60 per barrel, which is about 73 cents a gallon, for 
netural gasoline, we could not possibly produce our finished 
product at anything like the price that we now do. 7% cents 


@ gallon is getting awfully close to the refiner's selling 
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price of his finished product. 

Now if we were placed in 
the position where we had to operate on that $2.60 basis 
and Imperial-nxoyalite wers left on the present basis, 
whereby they could produce the stuff quite cheaply and use 
it in their refining operations, then the competitive sit- 
vation, as far as we are concerned, is completely thrown 
out of kilter and we are placed in a very unfavorable pos-+ 
ition insofar as our chief competitor, Imperial Oil, is 
concerned in the production of the gasoline and that, sir, 
is one of the reasons, as I say, why Boyd, as a practical 
man, has said and made it quite clear that he cannot hope 
tc stay ir the swim if he is not allowed to produce his re- 
quirenents of natural gasolinee Now I hope I have made 
that clear with respect to the Dr. Brown letters. I am 
willing to assume, to repeat, that Dr. Brown is correct 
and that this product can be made with the necessary vol- 
atility but what I do say is that he is assuming,-his 
figures show it,-that these prices of $2.14 a barrel and 
$2.60 a barrel,-and he is overlooking the fact that both 
Imperialskoyalite and ourselves produce that natural 
gasoline for much less than that figure,~if they are allowed, 
that is if Imperial-noyalite, are allowed to continue to 
produce it and use it in their refining operations at the 
cost of producing it and we, on the other hand, have to go 
out and either change our plant and do without natural 
gasoline or in the alternative even if we pay $2.00 a bar- 
rel for this stuff, then our competitive position then is 


not fair and for that reason we say we wish to be able to 
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produce our own natural gasoline in our own plant. 
wAJOR LIPSIT?; Where does that lead you 
to, ir. Mahaffy? Does that mean there would have to be 
pro-ration for market of the casinghead, some system of 
that sort? 
MRe STAHAFFY : well sir, that is something 
which is difficult too. Now the production is not like 
the crude oil. In the case of crude oil thus far we have 
had pro~ration to market benause the market dees not equal 
the production and consequently we have a reduction in the 
production but with the natural gasoline it is just the 
reverse position. There is not enough natural gasoline for 
everybody who wants it, so that the evidence shows that the 
Imperial-hoyalite require all that they produce. They have 
no surplus. ‘We are certainly fighting desperately to keep 
what we produce and I think the British American Oil is in 
about the same position, so that it is not the samo as the 
crude oil. There is no surplus. There is a deficiency. 
WA JOR LIPSHTT: IL was just wondering what 
the suggested remedy that you would suggest is? 
MRe LAHAFFY: Well sir, if I may just poste 
pone my answer to that for a little, I hope that I will 
have a suggestion in that respecte 
MRe FRAWLEY: There is evidence before the 
Gommission, IL do not know whether my friend knows it or 
not, showing the cost t©the koyalite Oil Company of the 
casingheead which they sell to the Imperial, Exhibit "695" 
end 696". 
THE CHAIRMAN: What do they show. 


WRe FRAWLEY: as a matter of fact I was just | 
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going to ask iir. Cottle to figure that. That satatenent 
does not show the cost per barrel, does it, yes, the 
Exhibit is just as good as it is and no more. lir. 
Cottle says he does not know what is in here and what is 
left out of here but that can be determined I suppose by 
an examination of it. I am simply saying that zxhibits 
MOIS", "696", "697" and "698" purport to show the operat~ 
ing expenses of the two gasoline plants of the iioyalite 
Oil Company. Wow what they fail to show will emerge fron 
an exafiination of the ixhibit and on the cnntrary what 
they do show will also emerge and I notice, looking at 
the document, it Goes not result in a cost per gailon 
figure. It shows the gallons produced, it shows the 
total expenses of the plant. hen the gallons produced. 
The gal’ons delivered. The receipts from sales, which is 
a@ sale at the field price, to the Imperial; the price 
per gallon sold and the royaities. Now I do not know 
whether tir. Cottle can come to a conclusion. I thought at 
one time it had been figured out roughly by him for my 
information and it was something about 2 cents, 2 or 3 
cents, but I do not Know whether or not that is right. 
Certainly if a figure is to be used we should know its 
imperfectionsand what is in it. 
WR. MAHAFFY: Now, sir, in support of iir. 
Boyd's contention that natural gasoline is a necessary 
blending agent or at least even considering Dr. Brown's 
letters, a most useful and probably a necessary blending 
agent, Boyd gave considerable details of his experience 
in the United States, which I think are very interesting 


in that they show through his experience the importance, 
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of natural gasoline as applied to the petroleum industry 
down there. He pointed out thet in his experienee, which 
is very extensive, in the Southern States in natural 
gasoline plant work, that considerable quantities of 
these products were shipped to various countries in LULrOpe ¢ 
(P.15,462). Now that is an enlightening statement. It 
seems strange if it is not a very useful and necessary 
thing that refiners in Iurope would bother to import it. 
He said that so far as he knew all the refineries in the 
United dtates used this product and he cited many cases 
where the United States refineries who did not have the 
stuff available from their ow. operations, actually pur- 
Chased their requirements from companies who did produce 
Ree eto, 462-5), (roLd,471-2) . 

He said that while he was 
employed in the States that the company for which he was 
working had made very substantial shipments from time to 
time of natural gasoline to a Winnipeg refinery in Uanada 
(P.15,472), and he also pointed out that prior to the 
year 1939 when the production of gas was substantially re 
duced by the Gonservation Board, prior to that time Gas 
and Oil Products had a surplus of this product and it was 
BOld to not less than 19 independent refineries throughout 
Western Canada (P.15.4605), including the Consumer3 Co- 
operative in Kegina which he said had a fairly large 
throughput. iire Boyd was not able to say what these re~ 

fineries, these smaller independents, had been able to do 
since shipments from Gas and Oil Products, Limited, had 
stopped but he did know that Consumers Co-operative at 


Regina were importing natural gasoline from group 3, which 
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is the Oklahcema field. (P.15,525). 

Now those facts I submit 
go a long way to establish the practical requirement of 
this product in the -:anufacture of gasoline. 

There was further evidence 
given and I want to emphasize this, that in the event of 
Gas and Oil Products not being allowed to produce its own 
supply of natural gasoline, that it cannot purchase this 
product anywhere in Uanada, end the only other reasonable 
source of supply would be group 3, Oklahoma and Kannas, 
and wire Boyd gave figures showing that the cost of imports 
from Group 6 would be absolutely prohibitive, it worked 
out to something like 21 or 228 cents per gallon laid down 
Be Martell (P.15,509). 

I want to ake that clear. 

I had one or two informal discussions with mr. Cottle with 
respect to that importation and ur. Boyd is quite definite 
in his evidence that the cost of importing from Group 3 
would be absolutely prohibitive and that they could not do 
iG Bnd carry on. 

Now another important point 
which should not be lost sight of as emphasized by Lr. 
Boyd is that by using natural gasoline the tetra-ethyl 
lead susceptability of the finished product is greatly in- 
creased, with the result that much less tetra-ethyl lead 
may be used in order to achieve the samie quality (P.15,459-60) 
(P.15,473). Now that is an important point I think in 
favour of the use of natural gasoline because of course 


tetra-ethyl lead, as the Commission knows from the evidence 


again, is an expensive product 
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THE CHATHI:AN: Would you not say, it does 
not at all follow that we accept what Dr. Srown says against 
what sire Boyd says, but would you not get from whut Dr. 
Brown says that he has that in contemplation too. 

eihe MAHAFFY: He may have that, sir. I 

an willing to assume that he has, so far as the aosts are 
concerned, but it is clear *frow the evidence of Poyd that 
there 1s a reduced cost in that less lead is needed. 

Now I wish to submit with 
great respect that the evidence as I have summarized it 
definitely establishes that natural gas is a valuable, and 
indeec an essential, constituent of the products marketed 
by Gas and Oil Products, Limited, in competition with the 
Other marketers in this same territory who have supplies 
of natural gasoline available to them. Now I think fir. 
Boyd wade it quite clear that if we were all thrown back 
into the same fold, none of us had it, that is one thing, 
but for one to have it and the other not to have it, that 
is something which we submit under the circumstances here 
would be unfair to Gas and Oil Products. It should also 
be emphasized that the general public, particularly the 
farmers who use the bulk of the third structure gasoline 
and tractor fuel are receiving, as a result of the use 
of this product, a much superior third structure and tractor 

gasoline, provided at a less price, than they ever 
did before and at a less price then they would be able to 


get it at in ay submission if this production of natural 


gasoline is suspended. 
Now I submit, and I do not 
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think it can be denied, that notwithstanding the great 
value of this natural gasoline, & value which I sub- 
mit is much in excess of its actual market value con- 
Sidering its field prioe, that the Conservation Board 
apparently have attached no value to it whatsoever in 
arriving at the allowance of the gas wells in the field. 
Now I just want to briefly ~un over Mr. Boyd's evidence 
with respect to the requirements of his plant insofar as 
hatural gascline is concerned and translate those require= 
ments into gas volumes. He estimated that the require 
ments of the company would average about 6,250 gallons 
per dey of natural gasoline. That figure included about 
700 to 750 gallons per day for »vlending with gasoline 
produced from the new crasking unit (P.15,506) and 
Mee O Ole): 

He said that it would be 
necessary to put through the absorption plant between 
hee von end 16 million cubic teet of, cas. per day) in 
order to recover that amount of vroduct (P.15,512) and of 
Gourse as members of the Commission will recall, that 
figure of 15 or 16 million was on the basis of gas pro= 
duced from the gas-cap and you will also recall that the 
gas from the gas-car produces about, roughly speaking, 
twice as much natural gasoline as does the gas frcem the 
crude well area; consequently if crude well gas is used 

for processing in this plant it would require approximately 
$1 million cubic feet per day (P-15512). 

THR CHAIRMAN: Where are you reading, iire 
Mahaffy? 


MRe pADAFFY: hese figures, sir, are 
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GYoted in my brief at page 7. 
Now the Commissioners will 
renember also that when thie plant was originally con- 
structed in 1954 the throughput of the gas through the 
plant,-and at that time it was entirely gas-cap pro- 
duction, was approximately 54 nillion cubic feet per day. 
(P.15,516). Wow of course at that time there was ne 
crude oil production in Turner Valley. It was in No- 
vember 1946 that the first crude well was discovered in 
Turner Valley. Then for various reasons from the tine 
the plant commenced operations down to the year 1938 that 
throughput was cut down to about 31 million cubic feet 

per day and that situation existed until early in the 

year 1938 whm the orders of the Conservation Board be- 
came effective and the throughput of gas was then ree 

duced to approximately 12 million cubic feet per day and 
practically all of that is gas from the gas~cap. (P.15,478) , 
(P.15,481~-2). 

Now, sir, I would just like 
to interject this remark right here now while I think of 
it, I am attacking the Conservation Board, that is quite 
true, but at the same time I think I have emphasized te 
the Commission before,-but I want to do it again,-that we 
are not opposed to conservation but there are some of 
the orders which are now contemplated to which we dc take 
strenuous objection and that ie the reason that we made 
the submissions to you, but I would not want it thought 

that we are taking the bald attitude that we are opposing 
conservation in any way, shape or form. 


Now the company at the present 


7 Le Nee 


r) 
frtirs 
‘ ; 2, =" 
“ vi 
2 7a wd 
ce = + ae ¢ 3 
eee 
. 
= i 
$ > 
ve in . Af a sf Pf 
ES An “iV 2 ag oe Lee dost. 
. = » 5 ie lee “ S ' 
be ee oer a. oe ¥ " ee ~ Ing “4 ae 5 ePeee ct 
" ness Tate eet Se Rs gta ey 2: Wie GL RAE £m, es 
wy . . - Bre i . cae pe By 
; * ean 4 A 


Sm 


” pe. pal reeee | Petes. ;- ees ig nie Ege f eee EAE UO ta. ve Dei. « r 
5 £ a a5 ect : 7H te aig , gre 


Ree 


wee Va iy all ener % i ea ae eee a : uE tito moe ite 


oy= i 5 ik ee ES ae me ; ~ 7 vers ¢ “ * ~*~ ] 
. ’ 4 iw eat WE ow 
; 2.8 . ale oes ian 2 ie 4 + ¥e 
= ee p af 


¥ bls cy, 1 meme 8 


seh 


—_ 


ae 3 Ag am Rauks ae Ia eae Yb he tees wn 
e ~ 1: 


+ rh ig Nil Me Seas ay a 


.¥ 
4 


aa A Shc 
“hay Ncctss oh vee 


cm 


‘se ey ‘ ees y 


or 


ieee * 
ial 


gira, toe haha ane 


Ca 


ave 


~ 16,251 - 


time is making every effort to secure gas from the crude 


we lis--~- 

wAJOR LIPSETT: may I interrupt that for a 
mome nt « 

the HATATEY Yes. 

GAdOR DLPSHTT: On this page 7, you say 


your plant would require 15 to 16 million cubic goat at 
present? 

WMRe MAHAPFFY: That “le Pignty sir sto ro= 
duce 6,250 gallons per day. 

wWAJOR LIPSETT: Yes, and as against that the 
entire allowable for everybody is 12 million, ir that 
right? 

MRe MAHAPEFY: Che noy- it" ts Lew Pienaar 
if I havethe figure in mind which I think you have refer- 
ence to. 

Ad OR LIPSETT: January 1959, the last 
sentence on page 7. 

wie WAHAPFY: Oh I see what you mean, sir, 
yes, well at the present tine we have an allowable gas pro- 
duction from the gas-cap of 12 million cubic feet per day. 
MAJOR LIPSETT: That is yourselves have. 

HiRes AHAFYY ; That “la Ligne, "sire Chas 

is going through our plant right now and has been since 
early this year, 12 million cubic feet per day. 

WAJOR LIPSETT: This is your figure then. 


the MAHAFFY: Yese 


MAI OR LIPSETT: What you say now ie you are 


short about 3 to 4 million cubic feet ver day for your 


plant.» 
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MRe LiAHAPFY: Yes, to provide for the 
6,250 gallons, we would need that extra gas but as I said 
a few minutes ago, what I am going to submit is that we 
would be satisfied and we feel that a regsonable ground 

of compromise has been reached to allow the gas-cap with- 
drawal at 12 million, while we would go about the job of 
getting some more crude oil gas as fast as we can. 

MAJOR LIPSELTT: You are really scared of 
any restriction in the present figure. 

MR. wAHAFFY: Mhat: Ts Pieht, sir, “ba mr. 
Commissioner, you will remember that Exhibit "676" the 
proposal which came out from the Board, if given effect to 
by the Board would reduce our throughput of gas to a little 
over 5 million cubic feet per day. 

MAvOk LIPSETT: Yes, I remember that now. 
TH CHA TKMAN: You say you are apprehen- 
sive. You do not. know what the board is going to do but 
their conduct thus fer, as evidenced by their letters, is 
justification for your epprehension? 

MR. AHAFFY: That 18 1t. 

THE CHAIKIIAN: If they would say to you 

“We think it equitable under all the circumstances to per- 


mit you to get what you are now getting"you would be con- 


TEDt .. 


MRe :AHAFFY: {Ghat is it. 
Has On LIPSETT: You would be losing on the 
previous order 7553 of your present supply, you would only 
be getting 25%. 


MRo WAHAFFY: I did not just quite get 


that. 
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niadJOR LIPSLTT: You say you would be cut 
down from 12 million cubic feet te 3 million cubic feet, 
under the proposed order? 

Re si: AHAPFFY ; That is right. 

iuAJOR LIPSETT: Thet you would be only 
getting <5 cf your present supply. 

Hike LAHBEFY: Of our present supply, that 
is right. 

tukke UOTTLE: In fairness, wir. iahaffy, 
the evidence is that that would close the plant, would it 
not? 

bine i:AHAFFY: Yes, 1 go further than that, 
I mean to say if we are cut to 4 million cubic feet the 
wells that we get that gas from cannot function and then 
if they could. function we could not function on $3 million 
feet. I am coming to that, which would resuit in the 
closing of the wells and in the closing of the absorption 
plant. 

tial OR LIPSELT?: Mir. hahaffy, just that I 
may get the facts for myself again, when that 1é@ million 
cubic feet is now processed by you, the balance is 
wasted, I mean the gas goes into the atmosphere. 

MR. WAHAFFY: You mean the gas after the 
natural gasoline is extracted. 

iiAJOR LIPSLTT: toes 

MR. wAHAFFY: .el1l, sir, I have explained 
that in my brief on page 8 and we point out that the 
evidence indicates that after this gas has been run through 


the absorption process and the natural gasoline has been 
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extracted, then we say that that gas is not wasted, it 
is used to run our power machinery, it is used in our 
boilers; we have about 90 homes which are supplied in 
the vicinity of the plant with gas and vou will remember 
there was a discussion with ir. Boyd about the use of 
this gas in place of stezm, for its expansive qualities 
in ~perating the machinery in connection not only with 
the absorption plant but with the cracking unit and the 
skimming plant and all the various machines on the lo- 
cation used in the general operation of the plant. 

Mir. Boyd stated that 90%) 
of the gas going through the absorption process is put 
tO somie such use. 

MATOR LIPSiTT: :nd then there is only a 
waste of 10% of the 12 million cubic feet at the present 
time - | 
MR. HAHAEFFY: On that basis. ijind you, 
sir, this should be drawn to your attention, the gas 
after it is used for its expansive quaLities in the 
machine , say a pump, then it runs into the flare line 
and it is burned, quite a portion of it. Of course the gas 
thatis used for power in the boilers and stills and so 
on, that is actually consumed as a fuel but that is ore 
thing waich the Conservation Board have taker exception to, 
and it is referred to in that letter of September Oth, 
MAO. ger 
WAT OR LIPSERT: IT do not want to interrupt 
you, if you are coming to it. 


lit» ::AHAFFY: I an right at that point now. 
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MAJOR LIPSET®: I will tell you what I had 
in mind to ask you and that is whether there was any 
wey of salvaging what you do not uge of this 12 million 
GepiG feet. ifiyou hadsvit, could it go to the Calgary 


Lime? 


(Page 16,256 follews) 
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MR. MAHAFFY: {f there were a market for it, 
Sir, it would be available, such as is not actually used as 
fuel, but there is no market. | 
MR. COMMISSIONER LIPSET?T;: Is it too far from thie auc 
Supply pipe line or something? 

MR. MAHAFFY: 4 Yes, it is. The present position 
and Mr. LeSueur touched on that, I believe, when he was giving 
evidence - is that so far engineers have not found that it 
would be economic to transport that gas from the southern 
portion of the field to the Royalite plant at the north end 
of the field, there to be repressured and put into the gas 
Company's mains. 

MR. COMMISSIONER LIPSETT: IT remember his evidence brit 

I did not know whether that applied also to your operations. 
MR. MAHAFFY: Yes, Lt does. Sime saree 
should also be said am probably it would be fair to mention 
at this time trat there is far more natural gas being burned 
in the south end of Turner Valley than the gas that goes 
through this plant. Practically all of the gas in any 

event that is used to lift the crude oil to the surface in 
the crude oil area ig burned in the flares at Turner Valley. 
Those are the flares that ore sees when you are going down 
there, are from the crude wells. 

MR. COMMISSIONER LIPSETT: There has not so far been 
found any economic way of salvaging that? 

MR. MAHAffy: That is.right,,.sir. On the one 
hand the Conservation Board says "That is all right, go 

ahead and Hee conte gas." I do not say that they like the 
idea but they allow it. On the other hand they say that 


t 


for us to use the gas for two purposes, namely, the recovery 
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of natural gasoline and thereafter to use it in the running 

of machinery, they say "No, that is waste and it should not be 

MR. COMMISSIONER LIPSET?T: The thesry behind that being 

that it might otherwise be utilized for getting up the 

crude, £ suppose? 

MR. MAHAFFY ; Yes, I have no doubt thy mve 

the idea of the use of the gas itself as fuel. I am glad, 

ir. Commissioner, that you mentioned that, because I wanted 

to emphasize that, that in addition to the natural gasoline 

recovered from this gas we also do put the gas to these 

other uses and we say, and I think with every reason, that 

we put it to useful uses. | 
Now, that brings me down te 

the particular letter of September 5th, 1939, which letter 

the Gas Conservation Board sent out to all operatois of 

wells in Turner Valloy, indicating that they intended to 

issue en order making drastic changes in the allowable pro- 

duction of gas from those wells. It is the letter dated 

September 5th, and is in, itr. Chairman, as Exhibit "595", 

and.it is reprinted on page 15,497. I jo not need tb read it. 

I think tne Commissioners will recall the letter to which 

¥ am referring. and, as £ explained to you the other day, 

when I made a brief argument here, as a result of that 

letter meetings were held betweer the Board and the procucers 

and on October llth tne Beard issuad a circular setting | 

fort: its tentative proposals, and that circular is inh ag 

Exhibit "676" and it i@ reprinted in the book itself at 

page 15,500. Now, I just want to point out in passing - 

tT have not referred to this tn the written brief that I 


have filed - that we have at times criticized the constitution 
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of the Board and I only want to say this in connection 
with these Hearings which were held, to which I am now 
referring, Mr. Knode was formerly the Chairman of the Board. 
The first Hearings were heard by Mr. Cottle and Mr. Dingman. 
Then Mr. Cottle was required on important work of this 
Commission and he had to go away to the east. At one of 
the meetings,I think at which Mr. Cottle was still present, 


Mr. Andrew Smith from the Attorney General's Denartment was 


present. 

MR. FRAWLEY: NU, Legislative Counsel. 

MR. MAHAFFY: That is a fine distincition. 
MR. FRAWLEY: Ohno. it is more Shana rine 


distinction. He is legislative Counsel. He is one of the 
legal officers. 

MR. MAHAFFY: One of the officers of the 
Crown, legislative Counsel,.my friend tells me, is, the 
correct terminology. However, he was present. And why I 
am mentioning this, Sir, is to show that I do net think 
this matter is receiving the attention which the importance 
Oe une sabject justifies. Mr. Smith, probably half jokingly. 
Suggested that I was making submissions to the Boaré, and 
that, perhaps, I did not know what I was talking about 
because I was just a mere lawyer. JI agreed with him in 
that, although I tried to be prepared so what I would 

say would be sensible. He, of course, is a lawyer too. 

The strange pert of it is that that Board is constituted 

so that when Mr. Cottle is called away a mere lawyer, namely 
Mr. andrew Smith himself, is added to the Board, and when 

we go on to continue our discussions before the Board the 
Board consists of Mr. Anirew Smith and Mr. Dingman. lr. 


Jottle has gone. I suppose later Mr. Cottle will be back. 
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tf hope he will be. But this is not a satisfactory way of 
handling a problem whieh to us, in any event, means life 

and death so far as our induStrial future is concerr>d. 

Now, I just add that in passing. 

MR. GOMMISSTONER LIPSETT: In the meantime Mr. Knode has 
ceased to be Chairman? 

MR. MAHAFFY: He ceased to be Chairman before 
the circular letter of September 5th was sent out. 

THE CHAIRMAN: Was he present at these meetings 
you are talking about? 

MR. MAHAFFY: de is present at all meetings 
in his capacity as technical adviser to the Board. Now, 

if the proposalsof the Board as suggésted in Exhibit "676" 
were made effective by the Board the evidence shows that 
there are 12 gas-cap wells whioh supply gas at the present 
time to our plant. (P. 15,534) and those wells which supply 
gas to our plant under the proposal would be reduced to an 
ageregate daily production of 3,208,000 culie feet uf gas. 
That would be the total daily production from the 12 wells. 
(P. 15,535). Mr. Mayland, who is an experienc cd operator 

of wells in Turner Valley says that the individual gas wells 
could not operate on such @ small allowable because they 
would not even pay the operating costs of carrying on 

their production activities and in that event, of course, 

Gas & Oil Products would get no gas. 

MR. COMMISSIONER LIPSETT: Before you go on, how many 

of those 12 gas-ecap wells are wells wnich you hold under 
Lease providing that you were to drill wells? 

MR. MAHAFFY: Well Sir, I wonld not want to 
answer that offhand. These were all wells - I think ey 


am safe in saying this, that these were all wells drilled on 
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Crown leases. No, now there are some C. & E. 

MR. COMMISSIONER LIPSETT: Perhaps you can give us a 
little clearer information on that after lunch. 

MR. MAHAFFY: I can gheck that, aps, They 
are either drilled on 0. & E. leases or on Crown leases. 
TH: CHAIRMAN: wO matter where you got them 
there is no lease that would not contain a covenant for 
drilling? | 

MR. MAHAFFY: That is right, whoever the 
landlord happens to be, there was a drilling covenant. 

MR. COMMISSIONER LIPSETT;: 4nd whether “it Ls. private 
contract or whether you got the lease from the Crown, you 
ere compelled to do this drilling? 

MR. MAHAFFY; That is right, Sir, and these 
wells were drilled under those conditions. 

MR. OOMMISSIONER LIPSETT: Yes. 

MR. MAHAFFY: They were not drilled by Gas 
& Oil Products but by various companies associated with 
Gas & Oil Products. 

Now, then, if by some stretch 
of the imagination these individual well operators can 
continue their production on this basis of gas then ‘tthe 
evidence is that with a throughput of 4,208,000 cubic feet 
that -the Gas & Oi1 Products itself could not carry on that 
absorption operation with that small amount of gas. 

(Pages 15,539-40 and 15,570-71.) and consequently on two 
grounds the reduction to 3,208,00) would eliminate,as far 
as we “ie concerned, the production of natural gasolir. 


Now, at that same time the principal competitor -of Gas & 
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Oil Products, namely, the Imperial Oil and Royalite, could 
continue with the production of natural gasoline without any 
interruption due to the fact that the Royalite Cil Company 
happens to have and enjoys an exclusive contract for. the 
sale of natural gas to the Canadian Western Natural Gas, 
Light, Heat & Power Jompany, which, as you know, distributes 
in Calgary and Lethbridge and other towns in between, and 

by reascn of the fact they have that contract the Board takes 
the attitude that gas burned as fuel is not wasted, anf they 
while at the same time we are in fact closed down they will 
continue to have available to them natural gasoline for use 
in their refining operations. Now, under all those 
circumstances Gas & Oil Products has made submissions to you 
and respectfully suggest that the Oommission should recommend 
to the Previneial Government that the allowable productirzn 
of gas from the gas-cap area snould not be reduced as 
Suggested in this Exhibit "676" nor should it be reduced 
below the allowables that are now in effect. 

THE CHAIRMAN: Is that what. you want cr do 
you want a Conservation Board to give you a proper Hearing; 
one that is willing to take into account the equities and 
realities in connection with that field? 

MR. MAHAFFY: Yes, I am coming to that... Gir. 
I am going to recite to the Commission, if I may, the 
reasons why I think you are justified in recommending to 

the Provincial Government that no change should be made 

and that certain things be corrected in the operations of 
bois aifair. 

TH? CHAIRMAN: Well, you see, as you put it 
to us, you are asking really for what is tantamount to a 


firm opinion that such and such should be done, after hearing 
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one side. 
MR. FRAWLEY: And asking the Commission to 


weigh equities, as it were. 

TH: CHATRMAN: Yes. It might be reasonable 
that you should say that we should recommend that nothing 

be done against you until there is a proper’ hearing,’ and 

the status quo remains. I do not appreciate the difficulty 
of having a full ard proper hearing. 

MR. MAHAFFY: Ido “HOw “Sitter, soir 

THE CHATRMAN: At any rate, the Conservation 
Board dees not defend itself about that. It may be assumed 
that you are right that you have not had one, I Suppose, 

Om the evidence before us. But on the other Hand to say 
that we should recommend a particular allowable, a particular 
allowable without the Board offering any evidence about it, 

I do not know, Mr. Mahaffy. JDo you think we should? 

MR. MAHAFFY: CHEK oar, woe Ll ete 
go through the reasons why I say so. [I am not coneluding 
with that. That is not my concluding statement on the thing. 
MR. FRAwLEY: I wonder, have you said all 
you intent to say about the absence of Hearings. I think 
the record might be a little clearer,if I might say so, 
perhaps for your own purposes, if you told us just wmt those 
Hearings were, as you call them, just what those Hearings 
were. Jo that I will understand the matter a little better. 
My friend rather glossed over that. 

THE CHATRMAN: That is Mr. Mayland's evidence, 
of course. He not only suggests he has not got a proper 


Hearing but the man he asserts is the main member is just 


cut to destroy his plant. 
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MR. FRAWLEY: That @s true. It was rather 


of & general character, I think it. is fair. to say. 


THE CHATRMAN: But that is a startling 
generality.. 
MR. FRAWLEY: My friend's complaint really 


starts on the 5th of September. I mean specifically. Well, 
ho, it is a long time grievance. 

MR. MAHAFFY: I will tell you where my 
complaint starts. I objected to this with the utmost power 
that I had just about a year ago now and my learned friend, 
what he was afraid of Ido not know, but he insisted that 
this section go in the O11 & Gas Gonservation Act. Section: 
47, subsection l. 

MR. FRAWLEY: My friend says "My friend’ 
with a wave of the hand, 1 suppose. you are talking now of 


the whole Legislature. 


MR. MAHAFFY: I am talking to you now. 

MR. FRAWLEY: Iam the Legislature at the 
moment. 

MR. MAHAFFY: I think the Legislature lots 


of times does what it is told and I think this is one case. 

MR. FRAWLEY: You flatter me. 

MR. MAHAFFY: Section 47, subsection 1 reads: 
" Unless it is otherwise expressly provided by this 
Nuet to the contrary, any order or regulation which 
“the Board is authorized by this act to make may be 
Tmade upon its own motion or initiative, and without 
"the giving of any notice, and without holding any 


"hearing." 
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Now, that was one of the 

things, Sir, to which we took exception in the action 

which we took to upset the previous Conservation AGT. 

passed in the Spring of 19386, was that we had not been 

given a fair hearing before this scheme went into effect. 

And we had not. So this time they come along and say 

they can do everything without any hearing. It is 3 

most iniquitous section. True, they have been holding 

hearings, but there is no guarantce that they have to 

continue to do so and there is no guarantee that they will 

be really satisfactory hearings. and then we come along - 

I am just a little bit off my scheduled programme here - 

but we come along ard we look back at section 44, which 

is, another terrible esection. It says: 
w Save and except only in cases where it is otherwise 
“expressly provided by this act the Board shall have the 
Yexeclusive jurisdiction to examine, inquire into, near 
"and determine all matters and questions arising under 
"this Aet, and every action, decision, and Order or sune 
"Board with respect to any such matter or question 
"ghall be final and conclusive and shall not be open 
"to question or review in any court, and no proceeding of 
"or by or before the Board shall be restrained by 
"injunction, prohibition or other process or proceedings 
Nin any court or be removable by certiorari or 
"otherwise into any court, nor shall any action or 
"yroceeding be brought against the Board or any member 
"of the Board or any officer or employee of. the Board in: 
‘respect of any act or thing done in purported pur- . 


"syance of this act.” 
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So all they have got to do is purport to do something in 
pursuance of the Act and they say "‘Ye cannot touch that." 

THE CHAIRMAN: The Legislature did not 

Share Mr. Ray's views as to the value of judicial examina- 
tion and interpretation. 

MR. MAHAFFY: No, apparently they did not 
think much of the judgment or the ability of the courts to 
deal with things that might arise. 

THE CHAIRMAN: However, ur. Mahfffy, assuming 
this legislation is all wrong and there should be an 
entirely new set-up for a Conservation Board in this :rovince, 
and assuming, accepting the evidence which Dr. Frey has 

given, we are prepared to make recommendations alcng that 
line. Assume all that for the moment. What have you to 
suggest should be done about you by this Board in the way 

of recommendation? 

MR. MAHAFFY: I have that question in mind, 
if I may delay a yes o1 no answer until I go through the 
balance of my argument here. 

THE CFAIRMAN: Yes, those sections are very 
far-reaching. 

MR. MAHAFFY: I will refer to them again. 

THE CHa IRMAN: They are certainly quite out 

of line with what Dr. Frey says is pxoper conservation apvroach 
to a field in which there are vested interests and divided 
ownership. There is no doubt about that at all. If we 
hapven to accept his evidence we would certainly have 
something to say about that. If we happen to accept the 
evidence on that. That is the effect of what you have put 


forward, that at no time have you had a fair and proper hearing 
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and a true consideration of what has been put forward will----- 
MR. MAHAFFY: Lae oe want to - if I may 

be excused for intorrupting - I do not want to go just quite 
that far. | 

THE CHAIRMAN; I think your client does. 

MR. MAHAFFY: Noy), 2 de ne ttn ee oe ei. 

I mean I want to be fair about this thing. 

THE CHAIRMAN: IT am speaking about his 
Pvecence before us. 

MR. FRAWLEY: That is why I thought my friend 
should tell us about these hearings. 

MR. MAHAFFY: For example, I was personally - 
perhaps you do not mind if I say this,in response to the 
letter of September 5th I communicated with one of the 

members of the Board and said we would like to na ke representae- 
tions, as they had suggested we might wish to do. An appoint- 
ment was arranged, I think it was on the 17th of September, 
and Mr. Oottle and Mr. Dingman were there. Mr. Knode, the 
technical adviser to the Board was there, and they listened 

to us very carefully and gave us all the time we wished tc 

put forward our views about this particulat thing. Now, 

I do not want to say, and it woula be unfair for me to say 
that we were not given a fair hearing on that day, because 

we were. But whgt I have objected to----- 

Tit CHAIRMAN. I am speaking now from memory, 
but I thought your client had said in effect - now, I have 

not read this part of the evidence recently - that he had 

said in effect "Knode is the whole Board.” 


MR. MAHAFFY: Theabsere wien tf, oir 
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THE CHaATRMAN : And that he is out gunning 


for him and he hopes to destroy his plant? 


MR. “MAHAPFFY: aeag > le ae ers 

TH: CHATRMAN : That is not what you are saying 
now. 

MR. “AHAFFY: That ig a different thing than 


for me to say we have had no hearings at all because we have 
had some. 

THE OHAIRMAN: Il said proper Nearings.) Tie you 
are heard by people merely sitting there and hoa@ring you and 
who are out to destroy you, you have not had a proper hearing. 
MR. !isHAFFY: I am sorry, I was at cross- 
purposes with you. 

THI: CHA TRMAN : I do not say we accept that 
evidence. I am just saying wmt is in the book, as [I 


remember it, and I have not read it recently. 


MR. MAHAFFY: That is absolutely righty ‘olpe 
THE CHAIRMAN: I stand subject to correction 
apout it. 

MR. FRAWLEY: I am told that Mr. Mayland was 


not at that particular meeting you are now referring to. 

MR. MAHAFTIY: I would not want to say whether 
he was at that one or not. I think he went to all the meetings. 
But, in any event, what I was objecting to just in passing 
was the fact that then Mr. Cottle leaves the Board. He has 
more pwessing engagements, and a new man, Mr. Andrew Smith, 
who two weeks before told me that a lawyer knows nothing 
about this sort of thing, and he himself is a lawyer and he 
goes on the Board as a member, and then I have to go back, 


or we have to go back and tell the whole story all over again, 
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and frankly, I do not know where we are at with them. 

MR. COMMISSIONER LIPSETT: Mr. Smith did hear the 

whole story over again when he went on the Board. 

MR. MAHAFFY: Yes, I think he heard the; whole 
story over again. Now, Sir, I am ready to go on but I am 


wondering if you would like to adjourn before I continue 


with this. 

THE CHAIRMAN: You are starting a new phase? 
MR. MAHAffy: Yes. 

THE CHATRMAN: Then we will adjourn. 


(At this stage the Hearing was adjourned until 2:00 P. M.) 
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& 
2.00 P. M. Session 
MR. FRAWLEY: Mr. Chairman, if I may interject 


for one moment, in Exhibit "683", which is the compiletion of 
all the Previncial Statutes which we tried to gether together, 
I had, at the time this Exhibit was put in, another British 
Columbia Statute which ing@dvertently was not included. It 

is the famous "Price Control Statute” and I thought thet 

should be included as well as the others, 

TH! CHAIRMAN: Ob yes. 

MR. FRAWLEY: So if J. just,put it im es. pert 

cf Exhibit *683" and no more ado about it. 

In the kxhibit volume there is a 
list of these and Mr. Cutler might correct his list in the 
Exhibit Volume which is Exhibit Volume 25, just to incivae 
that under the heading of "British Columbia", 

THe CHAIRMAN: Yes, that can be done. AL 
right, Mr. Mehaffy. 

MR. MAHAFFY: Mr. Cheirman, I had just reached 
the point when we adjourned of submitting the reasons why we 
feel that the suggestions we were making to the Commission 
are prectical, sound and consistent with the principles of 
conservation. 

TI CHAIRMAN: You are. referring to some part of 
your Drier, page 

MR. MAH AFFY: IT am on Page 10 now, sir. 

Now Dr. Frey who gave svidence out 
of the benefit of his experience to the Commission with respect 
to conservetion has said that any scheme of conservation must 
involve practicel and economic consideretions as well as theor- 
etical applications. He said, you cannot put these verious 


things into separate compertment.s, separate them, as they all 
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have to be considered and a thorough consideration of all 

of the equities given. 

The ges cap area of the Turner 

Valley field, as I have mentioned this morning, was developed 
qt tremendous expense to the companies involved and that 
development was done with the encouragement, and as My Lord 
has pointed out, in fact with the assistance, one might say, 
of the Pominion and Provincial Governments, and it should be 
noted, sir, that during all those years of the early development 
of the field the Dominion Government, which was at that time 
in control, was competently and adequately advised by geologists 
of the highest standing. There was no suggestion at any time 
that this development on the gas cap should not carry on, no 
official suggestion that I ever heard of, that the flenk would 
produce crude oil and therefore that portion of the field 
should be drilled and througn those conditions Gas & Oil 
Products Limited and the associateji companies, as I have 
described them, were pioneers in the development of the 
southern end of the field when, as Mr. Mayland pointed out, 
wWercury Cils and all these Sentene companies, went into the 
south end of the field and they were practically considered 
“wildcats" but as we know, the wells were brought into prod- 
uction and this whole setup on behalf of which I am speaking, 
developed from that. 

| Now those are equities and those 
are practicel and economic considerations which must be 
considered in the view of Dr. Frey as I understood him in 

the working out of eny scheme of conservation and I would 

like to say here thet I think it is perhaps most unfortunate 


that lr. Knode, the technicel adviser to the Board and 
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former Chairman of the Board, dig aor see fit to indicate 

his cesire to discuss this problem with the Commission and 
outline his views with respecc to the equity and the practical 
considerations which are involved in the problem. However, 
this was not done nor did any member of the Conservation 

Board appear at the hearing and question in any way the 
general principles enunciated by Dr. Frey. 

MR. FRAWLEY: The Board after all, Mr. Chairman, 
they did not come; I Was wondering what status Mr. Knode would 
have as such, 

MR. MAHAFFY: Well, of course, it is very easy 
for my learned friend to say that now but Mr. Knode is the 
moving spirit in this thing. He was the Chairman for a 

long time and he is the technical adviser of the Board and 

I assume that the Board is taking his advice on matters 
pertaining to conservation. If they are not, then I do not 
know where they are getting their technical information with 
respect to the operation of the scheme of conservation, 

MR. FRAVLEY: I am only really interrupting you 
and I really should not intervene to do that perhaps; I just 
thought perhaps Mr. Knode should come as Mr. Knode and not 

as technical adviser; I do not know. That remark might 

be just a little out of place. 

MR. MAHAFFY: I may be wrong but I think it is 
too bad, he being the man who holds the strings in his hands, 
that he hes not been here. Thet is my submission. Now 
Westin thet connection, sir, -=> 

THT CHAIRMEN: You must remember, Mr. Mahaffy, 


we said we would give you a subpoena for him. 


MR. MAHLFFY: Yes. 


THE CHAIRMAN: We were not going to compel him 
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to say what advice he had given the Board but you had full 


epportunity of heving him here end asking his views about 


enything. 
MR. MAHAFFY': Well .aen 
TH CHAIRMAN: We ao not want you to take the 


; position you were shut cut beceuse you were not, 

MR. MAHAFFEY: — No, I am not taking that stand, 
sir, but I do not think I would have been able to have got 

‘very far if I could nut have asked him things within the 
limits of the privileges which you suggested. 

MAJOR LIPSETT: I suppose ee PAU: Ite Mr. (Meberiy 
that it might have been somewhat of an advantege if we had 

now got the generel principles end the general schemo adopted 
by the Board, the Conservetion Board? 

MR, MAHAFFY: Well, of course, past actions 
speak for themselves but I am in the peculier position thet 

-T am anticipating to some extent what might happen in the 
future, as evidenca by “xhibit *676" but what I would Like 

to do now, the Chairman has commented with respect to other 

witnesses end the same applies to Mr. Knode, I am not gein- 
saying that end the oe . is entitled to change his 
opinion but I would like to reed one xr two excerpts from 

the evidence taken before the Agriculturel Committee of 

the Legislature of the Province of 4loerta at the 1938 
Special Sessions in November of 1938. 

MR, FRAWLEY: | Mr, Mehaffy, if I’ might interrupt, 

do you recéll if the proposal, the document 


can you tell mo, 


later in time then thet %xhibit "676", whether it was filed 


as an Uxhibit? 
MR. MAHLFFY: Exhibit’ "676" te the leat thine 


that I know of, Mr. Frawley. 
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MR. NOLAN: Exhibit "676" is the second one. 
MR. FRAWLEY: I wanted to be clear about that, 
that, I thought Hxhibit "676" was the earlier one. 

MR. MAHAFFY: No, Sxhibit "676" is the circular 
suggesting that the gas cep he pro-rated to the gas production 


in the crude area, 


MR. FRAWLEY: The large document with the schedulo 
attache1? 

MR. MAHAFFY: Yes. 

MR. FRAWLEY: That is Tieht 

MR. NOLAN: It was callod a notice, dated the 


mien Of October, LYSsS, 


THE CHAIRMAN: The first was @xhibit what? 

MR. FRAWLEY: Yes, let us get this. 

MAJOR LIPSSTT: ites Exhibitvis7s" ; 

MR. FRAWLEY: Exhibit "S95" the, circular Letter 


of the Sth of September, 1939, yes, that is the first one, 
and then the second circular letter of the llth of October, 
avaveis Sxhibit *676". 

MR. MAHAFFY: Now, sir, this evidence was taken 
by @ reporter in Edmonton last year when this new Act was 
being considered and I must confess that it is very pcerly 
reported if I may say so. I certainly know a4 lot 
of the Snglish attributod to me, I never used it. 

MR. FRAWLEY: You are putting it very mildly. 

It was bedly reported. 

MR. MAHAFFY: . Nevertheless the gists of the thins 
are here and there are a few parts of this I would like to 

read to indicate in any event at that time, about le 


months ago, Mr. Knode‘s viewpoint with respoct tn this situation, 
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On Fege 4, in the answcr, I believe he was being questioned 


et “this time byo Mrs) Plotkin 


MR.. FRAWLEY: wr Was that ever filed as an Exhibit? 
MR. NOLAN: It has been referred to and parts 


of it have been read. I remember Mr. Plotkins reeding pert 

of it once. 

MR. MAHAFFY: Mr. Nvulan has suggested and I 

think he is absolutley right, sir, that I should explain a 

little further exactly whet I am reading frcm. The Government 

called a speciel session in November for the purpose of passing 
a new Conscrvation Act. The various parties interested in 

the Industry were invited to attend and the Legislature as a 

= 


whole went into committee caLled the Agriculturel Ccommittsc of 


the House and heard evidence, 


THm CH AIRMAN: 4s to whet ? 

MR. MAHAFFY: With respect to conservation. 
THE! CHAIRMAN: The date. 

MR. FRAWLEY: I do not think he has even dated 


it but I think we cen give you ae good idea as to the date of 
that from the date of the Dtatut*.,. 

MR. MAHAPFY: It was in November, 1938, and if 
I remember, sir. it was about the 20th of the month. 


MR. PRAWLEY: The Stetute was assented to on 


the 22nd of November, 193€. 
MR. MAHAFFY: This then would be some time 


wetween the 15th and the 20th uf November, 1938. Mr. Knode 


said in one place here on Page 4: m 


7) You must realize that no Board 


"ig trying to bring about conservation, proration in 
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feo. Mehatity, iC, 


"the Turner Valley field until the individual has with- 
"drawn from that reservoir. The individuel and the 
“company end everybody else must go cut of the field. 
"TT take it the Board has an interest down there, and 
"we could teke this individual case and say, "Well 
"this fellow has a puxticular investment there ve must 
"protect that ageinst the rest of the field. We could 
"fix a time of our own as the Imperial 011 or the 
"anzglo Canadien does. " 
Theat part, sir, makes no sénse at all. 
"TT the By’ A. or sanyeody elise own si part) oft eet 1 that 
“is their business -= certainly not the Board'ts bus tnesen" 
Then later on on Page 8, lr. Unwin, one of the members of the 
Legislature said this: 
"T would like to ask of the Board are you taking into 
“consideration moneys invest%d by any person, or is it 
"straizht conservation of the field? 
"MR. KNODE: As I see the Board's duties 
"under the Act you have no right to investigate what 
“se mon has put in there, in order to make it come out 
“even, Nur business is conservation." 

Then, sir, this is another point 
thet I will address myself to and if you do not mind I will 
read the quotation now while I have it before me, in connsction 
with crude gas. On the same page, at the end of Page 8, the 
witness wes then being examined by myself: 


wo Wow, then, from the point of view of the gas, in 


" September I believe you reached the peak of your 
m allowable which was some 56%? k 


mA I think that that was--yes, that was about the rate, 
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Mahatry, K.C, 


At thet time you reached the peak of your market 
demand, et thet time how much ges was being burned 
in the crude wells? 

I don‘t recall. I imagine around 90,000,000 cubie 
feet. 

Was neturel gasoline being absorbed from that vas? 
No» 

And is it fair to say then, that, in allowing the 
crud* wells to produce to the market demand, 
90,000,000 cubic feet of natural gas was burned 
With your approvel? 

Yes. 

And no steps were taken to have that natural vas 
put through absorption plants? 

Nov 

Would it be fair to say, Mr. Knode, that the amount 
of gas wasted in the cru de wells was of no oonsid-— 
eretion to the Board? | 

It certeinly was a consideration, 

In whet way? 

In this way. It is recognized as wast? by the Board. 
You must recall I suppose that actually, in “effect, 
there was no way of forcing these plant operators 
to go out and get thet gas--had no way of forcing 
them to carry out orders on their own particule 
wells. I don't think it would be at all possible 
for the Board under the existing fct, tv make 

these people do anything witiout a long series - 
of court trials, end I don’t see that we should, 


in two montis, they expect to do the thing to 
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” to remove a thing that has been existing down 

? there 14 years, and r.body has done a éamn thing 
" about it. 

MQ I am inelined to agree with you, we should not 

m do this thing in too big a hurry. 


"A You haven't been in too big a hurry." 


MR. NOLAN: That seems to read all right. 
MR. HARVIE: It sounds like him. 
MR. MAHAP?SY: Then, sir, at Page 13, Mr. Knode 


was being questioned by Mr. Duggan, a member of the Legisla- 


Pe, === 
MR. FRAWLEY: Leader of the Conservative Party. 
MR. MAHAFTY: Leader of the Conservative Party, 


yes, I will skip the first part but the question at the 
bottom of Page 13: 
"Q This is a one-sided question, and it will teke 
" a long time to ask all these questions and get 
* the answers, so if the Chairman will be good 


" enough to give you that, then one other point, 


" Mr, Knode, Are we to understand your inter- 

* pretation of the functions of the Board ere 

sy restricted to the one question of bringing about 
. conservation without any regard to its effect on 
" individual producers -- without any regard to the 
ik tenefits which might accrue to the major oil 

mR companies, without eny regerd to the amount of 

" finances in any particular province? In other 

My words, are we to understand that you are net 


" interested -- have no functions to perform with 
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J.C. Mahaffy, K.C. 


respect of anything outside of the bald question 
of conserving gas in Turner Valley? 

Rs think tuat my own personel dealing were 
otherwise, The Act would not allow the Board 
to finish any othor way, it appears to me." 


Now that, sir, is terrible 


transcription. I think we can teke out of it that perhaps 


he thought his personal feelings were otherwise, that the 


Act would not allow him to do it any other way, function 


any other way is probably the word. 


9 Q 
"WIR é 


OUR . 


I do not know your name, Sir? 

DUGGAN: Mr. Duggan. 

KNOD#: All right, there is a difference, 
I will call you Dugan. 

Would you mind putting in the other eg? 

Tt is my opinion that no conservation Board can 
consider anything except the manner, or mere fact 
of conservation. 

KNODE: I don't see any bcard would be 
justified or could stand very long that would 
consider an individual, or a company, or anybody 
else as having particular rights in a particular 
TiSsia. His rights are measurable just the same 
as anybody 6«lses. 

DUGGAN: Yes, and is this a right 
assumption thst it is conceivable that your 
decis'‘ons might Jo a grave injustice to many of 
the small operators and that might be theresult, 
What I em trying to get at is that you have no ; 


objections -~ you are not concerned about the 
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ee GC. Meheffy, kK. Gre. 


W effect, Is it conceivable that your decisions 


+ might do an injustice to many of the operators 


id now?” 
And then Mr. Anderson injected "Do you mean financial? 
"MR. DUGGAN: Financial, yes." 
Ana then Mr. Knode's answer: 
"A  Well,no I-can't conceive that a proper order can 
4 do an injustice, because certainly the man's 
4 business in the field is going to be considered 
M on each order. Now we cannot go into every 
i statistic to see how much he wouid invest. That 
a is absurdity. Wheat if he drills a well and has 
wt a lot of trouble and instead of costing $150,000, 
" it cost $450,C00, is it your intention ther that 
" tLe Board should take into consideration that it 
" cost him three times as much as it should? Would 
" not we be doing him a financial injustice if we 
. didn't allow him to pay that well out? 
my No, what I am getting at is this. As I interpret 
¥ the powers which you gentlemen will hold, the 
. poet, --=-" 
Here again it is wrong, sir; 
t with caucus at any time close down any well.* 
MR. NOLAN: That sounds all right. 
MR. MAHAFFY: Do you think thet sounds all 
right? 
t If you have power to buy that well, or rather 
" to sell it. 
"MR. KNODE? Yaesu” 


That does not carry us far, sir, but I think I can skip 


some of this, 
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Mr. Duggén went on to point 
out to him that the Gas Act gave the Poard power to buy 
wells end close them down and thet sort of thing and --- 
MAJOR LIPS#TT: Was that that they would buy 
out the wells for the purpose of closing them down, that 
Peart Billycdidsit’ provide that? 

MR. MAHAFFY: Yes, but I am coming to that, 
ears The way it works out is they close the well down 
first and then they buy it out at its then value, that 


is why the compensation sections are so ridiculous. 


THE CHAIRMAN: They buy it as ae closed well”? 
MR. MAHAFFY: That is itj sir. 

MR. FRAWLEY: I didn't hear that one, 

MRe MAHAFFY: I say tne compensation, the 


effectsef the compensation sections of the Conservation Act 
are that the well is clossd down and then the Board has the 
right to buy it at a closed down velue, You will not 


Question that. 


MAJOR LIPSETT: Compensation for the hole in 

the ground. 

MR. MAHATFY: That is the wey it looks to us. 

MR. COTILE: I think you will find, Mr. Mahaffy, 


the purpose of the right to purchase a well is to facilitato 
the repressuring programme. 


MR. MAHAFFY: The Statute doesn't say that, 


Mr. Cottle. 
Well Section 55 of the 


compulsory purchase section says: 
" Incidentally to the conservetion of oil - 


" resources or gas resources or both or to the 
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and so on. 


repressuring of any oil field, gas field, or 

oil gas field, and for the purpose of carrying 
out any order or regulation made by the Board 

in relation to such conservation or repressuring 
the Board is hereby authorized and empowered to 


purchase 


MR. COTTL2: Compensation is not mentioned 


there in that sections 


MR. MAHAFFY: Now in the same section, sub- 


section 4 says: 


FP 


st 


$? 


In determining the price to be paid by the Board 
for any property, the arbitrators shall ascertain 
the emount of money at which the property would 
be accepted in the payment ef a just debt and in 
so doing shall not teke into account any loss of 


pruduction occasioned by any order or regulation 


ef the Board made pursuant to this Act." 


( Go to Page 16,282) 
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Or, in other words, they have put in their order, They 
have cut down our production and then they say in valuating 
"Well, do not take into consideration the loss of produc tion 
that has been sustained by virtue of the Order." 
MR. COTTIE: There are other compensation 
sections. That does not mention compensation as ane that 
is the only point I am making. 
MR. MAHAFFY: There is another compensation 
section, that is guite true but thus far it has been a 
completely innocuous eee wn. It has not been maa upon. 
And I am coming to that in another part of my argument. 
Mr. Duggan ¢inaray said to Mr. Knode, he said "Now, the 
statement I am trying to sont tO “yourTrs this. “are you 
interested, is it your responsibility to see that no undue 
financial injustice results to these people? Is that your 
resvnonsibility? A. Well, as a-mral 6bligation, yess 
Q. That is not good encugh. What I am asking Mr. Knode is 
is this Legislature under obligation to set up further 
machinery to protcct the interests of the independent pro- 
ducers? A. No oir, 1 do 0G “hres No, Mr. Duggan. 
@. So you think under the provisions of this bill you 
have enough power to see that justice is done to them all? 
A Yes, I think so. I think there is plenty of room under 
that bill. MR. DUGGAN: Well, I hope that is.sow I do. not 
see it yet.” , 

Now, just one or tw more arm 
I will pass na from this. These quotations are not mentioned 
in my written brief, Sir. 
THE CHAIRMAN: and they have not been put in 


evidence either. 
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MR. MAHAFFY: No, they have not, Sir. 

But I think, being a record of the most important Committee 

of the Legislature, that perhaps I am entitled to read from 

it as I would from a text-book on thi's subject. 

MR. FRAWLEY: What I was going to suggest, 

after Mr. Mahaffy is finished, is that it is almost impossible 

to expect him to read everything that Mr. Knode said and 

IT am quite sure if the Commissioners are going to have regard 

to what Mr. Mahaffy is now saying you may want to look at 

eta the document and, perhaps, 1t should go in, am that 

would be the simplest way. 

MR. FMAHAFFY: Frankly, I am trying to be 

very fair in my quotations. I am not taking individual 

questions. 

THE CHATRMAN: Well, ‘or touyrse "sc Lore as 

no one has any objection we won't make a point of it, Mr. 

Mahaffy. But it is not the usual time to introduce evidence 

in your argument. What Exhibit Number will that be? 

RR. FRAWLEY: Bxniprt “Y7S0". 
(EVIDENCE TAKEN BEFORE THE 
AGRICULTURAL COMUIITTER IN 
CONNECTION WITH BILL NO. 1, 
AN ACT FOR THE CONSERVATION 
OF THE OIL AND GAS RESOURCHS 
OF THE PROVINCE OF ALBERTA; 
1938 SPECIAL SESSION, IS Now 
MARKED EXHIBIT "730". ) 

THE CHAIRMAN: All right, Mr. Mahaffy. 

MR. MAHAFFY: MiG Ho eda. Ome iL 

am not just exactly sure who is questioning here but I think 

it was Mr. Unwin again. The question was: 

"Q Regarding casing-head gas, if, as Mr. Mahaffy says, 
u this absorption plant is put out of business, what 


" Ll want to know is what effect is that going to have 


~ 


“ 


wee 


fy 


tees 


ye 


EO 


be 


Pe 
oe 
’ 


”~ 


We eey 
is, 
€s 

‘ 
one 


x 


: r a 
. 
o- 
‘ » 
' 
~ | 
. ‘ 
‘ 
</ . 
LS 
wy 
~ ~ 
, tug et 
. r ts 
we 4 ? 
‘ 2 
‘ ' ‘ 
a = 
t 
ike P 
My ty ‘ 
«me, 
- a ~ 
wy . 
“ye oe . 
. Ps of 
. . ot 


‘ i 
» raat 

: 4 ‘ an 
a 7 
ae = 


had 


~16,284)- 


C.Mahaffy , Ke Ce 


On pro-ration. Iam thinking more of the 
effect on our farmers if that absorption plant 
were put out of existence, does it mean that the 
pro-ration scheme will cause our farmers to have 
to pay pro-ration because, perhaps, they run the 


tractors? 


MR. NOLAN: And there is no mistake in 


that transcript. I was there. 


MR. MAHAFFY: The answer is: 


WA 


We certainly have no plans to put anybody out cf 
business, that is any plant. Now, for your informa- 
tion I will tell you ply clearly ron ae stlling 
in Hast Texas at 6 cents - the price of gasoline 
fluctuated very slightly - in other words, it ig a 
refined product and the value is approximately the 
same no matter what the raw product, at least that 
ig what those fellows told me, but I can't see the 
economic problem that you are talking about 


arises due to pro-retion. It might be there - that 


is true - we might go through a ilistress period 


where we would have slightly luwer price on gasoline." 


The only reason I am reading that question is right at the 


beginning he said 


Y 


1 


We certainly have nc plans to put anybody out of 


business." 


Then Mr. Unwin follows up 


with another question: 


To I tuke it from the Board this absorption plant 
woula not be put out cf business? : 


Well, I do not say that. I think for the goed of 


the field the two absorption plants should be put 
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" out of business. Why, the Government should see 

. that they should be put out of business, in other 

words, Mr. Unwin, you must realize this absorption 
plant is a sesomary operation in an oil fidld." 

iow, Sir, there are four plants. He suggested two shoulu 


be put out of business. Nobody asked him which two. 


TH CHAIRMAN : You have no doubt? 

MR. NOLAN: I am sure it was not ours. 

MR. HARVIE: 4nd I am sure it was not ours. 
MR. MAHAFFY: fT am sure it was not ours. 


"le might as well make it unanimous. 

MR. COMMISSIONER LIPSATT: Mr. Mayland in his evidence 
more or less, follows that up by saying during the time Mr. 
Knode was Chairman his object seemed to be to put his plant 


out of business. 


MR. MAHAFFY: That is right. 

THE CHATRMaAN: He expressly told him so. 
MR. COMMISSIONER LIPSETT: Yes, he said he told him so. 
MR. MAHAFFY: And then we have tr. Knode 


in evidonece saying in so many words that two of these 
plants should be put out of business. I make those quota- 
tions, Sir, to indicate that twelve months ago at least 

I think they indicated, that «ir. Knode felt that he only 
had one duty and that was to put in the narrow, stricter 
type of conservation, as we sometimes describe it; that he 
had no consideration for the individuals, companies or 
equities in the field. Personally, I know of nothing that 
has happened since that causes me to think he has changed - 
his mind and I submit that is not the type m gonservation 


which Dr. Frey, for example, would recommend should be put 
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into effect. 


MR. COMMISS IONER LIPSET?: Just one more question on that 


Mr. Mahaffy. Assuming that tht was the policy tc put te 
absorption plant, any absorption plant out of business, does 
the Compensation Section provide for compensation in a case 
like that, perhaps you will be dealing with it later. 
MR. MAHAFFY: i am going to deal with the 
Compensation Section later and, perhaps, we camld touch on 
that at that time. 

Dwoild Jiké to pointucou to 
the Commission something that is probably solf-evident, 
that the whole objective ig two-fold. First, it is to 
preserve reservoir energy, thus to allow of the maximm 
recovery of crude oil from the formation,and second it is 
bO conserve netural gas as a fuel. The principal concern 
of the Board, that is the Conservation Board, has been the 
hipst, namely, preservation of reservoir energy. The best 
proof of that statement is, from what I have read in the 
transcript and what is already in as evidence before the 
Commission, that natural gas from the orude oil wells is 
being burned in the flares of Turner Valley to-day and the 
Board has not made any Order requiring otherwise. Now, 
I wish to submit that the evidence given before this 
Commission conclusively establishes that withdrawal of gas 
from the gas-cap area does not and will not adverseiy affect 
in any way the total ultimate recovery of oil from the crude 
oil area. I would like to repeat that. I am submitting 
that the wi*hdrawal of gas from the oas-—cap area is not 
going to affect in any way the total recovery of crude oil 


from the crude oil area. Now, in this connection there are 
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two theories. One theory is that the fielé@ is a common 
Tegery oir or SEO in which there is freé movement of gas 

eno Olt in geo Pee The other theory is that although 
the field is a reservoir, because of the nature of the lime- 
stone formation, the extremely low permeavility uf the 
limestone and the presence of many dense or tight areas, 
there is little if any movement of gas and oil in the 
formation. Now, the Latter theory,.gains by far the bulk of 
Support from the experts who have testified before this 


Commission. Dr. Gink and Mr. S. J. Davies, who gave 


evidence for the Imperial. group, who incidentally, are our chiet 


market competitor, had this opinion. I am not going to 


read.from it. I have: quoted the .pages,on pase 1] ,near 


_the last part of the page, the references to their evidence 


where they make that statement. (Pages 308, 579, 58C} 
582, 584}. 

Then Dr. Shaw and Mr. Gill, 
two outstanding experts who were called to give evidence 
on behalf of anglo-Canadian Oils ami associated compen ies, 
and those companies were the sccond largest producers of 
crude oil in the field and surely if anybody might be 
opposed to us taking gas from the gas-cap you would expect 
them to be the people - but Dr. Shaw and Dr. Gill subscribed 
to ae view, and here again I have quoted the pages, Sir. 
(Pages 1,063 and 1064, 1096-7 and 1110.) 
IT think I have already some weeks ago read that evidence to 
you. Now, in view of this evidence from these experts, 
Should the important industry which is opereted by Gas & O11 


Products Limite@ be junked without compensation? 


TH: CHATRMAN: You have mentioned Dr. Link 
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and Mr. Davies and Mr. Shaw and Mr. Gill. 

MR. MAHAFFY: I think Dr, Boatright's 
evidence, frankly I iid not read that because my recollection 
was that he made no reference to this particular point. 

MR. FRAWLEY: Oh yes. 

MR. MAHAFFY: I may be entirely wrong on 

that because I have not read his evidencs carefully. 

MR. FRAWLEY: He certainly went on the other 
side. He said there was migration there. 

MR. MAHAFFY: I expect he would hold that 


view becauss his partner Mr. “node holds the same view. 


MR. FRAYVLEY: Oh, I would not say that. 
MR. MAHAFFY : They are working together and 


I think, w rhaps----- 

MR. FRAWLEY: He wag called by me before this 
Commission and he gave that evidence and there it is. 

MR. MAHAPFY: I may be wrong but usually 
when an opinion comes out of a law office it is the collective 
Opinion and I would rather expect Dr. Boatright wold express 
the same view as Mr. Knode, that there is free movement in 
that structure, but I say the bulk of the evidence does not 
show that. 

MR. FRAYLEY: Does not show that there is 
migration? 

MR. LiAHAFFY: Yes. 

MR. FRAYLEY: No, Ido net know. After 
all, we have something to help us. We have the deliberatiams 
of the Commission,and it, perhaps, might throw some light 
upon it, as to whether or not their finding with respect to 


the life of the field does not in some way bear upon that. 
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I do not know. 

MR. MAHAFFY: Even these gentlemen say 

there is some movement. There has got to be. some movenent. 
‘When you drill a well oil and gas move into that hole. 

But they make it very plain that it is very slight and that 
what they do make plain is that withdrawal of gas from the 
gas-cap is not going to hurt cne iota the withdrawal of crude 
O21 trom the flank in Turner Valley. 

MR. FRA‘ORY: Is it not pretty well the case 
of those who belong to the group think there is permeability 
and those which think there is very, very low permeability? 
MR. MAHAFFY: Well, thay is"abon th: ac. 

But I say that the bulk of the cpinion is that because of 
low permeability and the tight spots and the nature of this 
formation that withdrawal of the gas from the cap does not 
hurt the crude flank. What I am saying is this: Should 
Our business be junked and should the production of a 
valuable product, namely natural gasoline, be eliminated 
because the technical adviser to the Board hold@s an opposite 
view to that to which I have now given expression. After 
€al1, it is only one man's opinion. Now, insofar as the 
conservation of the gas as a fuel is concerned, mactically 
all gas used for this purpose is withdrawn by the Royalite 
Oil Oompany from the Northern and Central portions of the 
field, and here again the same principle applies, the 
withdrawal from the South end,we submit,does not affeet this 
source of supply because of low permeability of the formation 
and the tight spots and the faults that are known to exist 
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Now, for these reasons we 
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submit and we contend that if the gas-cap wells in the 

south end of the field are closed in, as now suggested vy 

the Board, such action will not help in any way the crude 

Oil production area, nor will it benefit the conservation 

of gas as a fuol. And if that is so why should tie'y be 
ehosed.in. But assuming that this view is wrong. Assure 
that the gugumcit I have just put is incorrect and the 

other view is accepted, namely, that there igs free movemen t 
Oyeees in the formation, free movementiof.gas and woil, 

then we say the suggestion the Board has made in the proposal, 
Exhibit "676" is most inequitable. It is quite clear that 

if the Board acts. on that suggestion, which they may do 

as soon as this Commission has arisen, then the effect, the 
practical resul t----- 

MR. FRAWLEY: how, they might do it tomorrow 
or this afternoon. 

MR. MAHAFFY: Sure, and I wish they would, 
make up their minds about something. The practical effect 
would be the closing in of the oil wells located on the 

south portion of the gas-cap area. There is no question 
about that. Now, if there is free. movement ----- 

THE CHATRMAN: Do you at all anticipate you 
will have an Order as soon as this Commission is out of the 
way? | 
MR. IAHAFFY: I do not know, Sir. But it is 
ao te, | ike Ly . 

MR. FRALEY: "Likely." is, not. the: word, is it? 
You are not surely seriously suggesting it is likely as . 
Soon as this Commission has arisen and this Cummission is 


out of the way that the Board will make an Order? 
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MR. MAHAFPY: I say it might happen. 

MR. FRAWLEY: Tt might happen. Tt) is ‘rether 
en ugly word to say it is likely because the Comnissian 

has arisen. | 

MR. MaHaFt'y: Mr. Smith and Mr. Dingman 

and Mr. Knode had all the arguments on this point some 
Little time ago, two months ago. 

MR. FRAWLEY: I quite agree they could make 
an Order any time, to-day or to-morww. 

MR. MAHAFFY ; They are holding us on the 

end of a thread and we expect them to use the knife any time. 
It is not a pleasant position for a company that is trying 
*O carry on a stable business to be in. What I was going 

moO Say, oir, is that if this suggestion is carried out 

there is no question ail the wells in the scuthern end of 
the gas-cuy will have to be closed down. And if we 

assume that there is froe movement of gas and oil in the 
structure then it is obvious that the gas underlying the 
oil wells, which wells will be closed down, the gas under 
Sar property is bound to do one of two things. First, it 
will be withdrawn fromthe formation through the welis 
located on the northern and central portion of the gas-cap, 
cwned by the Royalite Oil Company and it will be sold by 

the Royalite Oil Company tc the Calgary Gas Company; or 
second, if it does not move in that direction then it 
will be used by the producers of crude oil for the purposes 
of lifting their oil to the surface on the flank of the 
field and then this gas will be burned, because in the view 
of the Board it has performed its function. Now, if 


we assume there is free movement in the structure one of 
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these tho things is going to happen to our gas. In either 
of these cases the Board has taken no steps to provide for 
compensation to the operator on the gas-cap na to the 
operators of the absorption plant which are dependent on 
taat gas produced at those wells. No step has been taken 
by the Board nao suggested by the Board to permit of those 
wells Sharing in the sale of gas for domestic and commercial 
consumption in Calgary. And if tne suggestion of the 
Boerd is acted upon the Royalite will get this gas for 
nothing. No step has been taken by the Board to indicate 
that in its view the operators of crude oil wells should 
compensate the operators of the gas-cap for the gas-cap's 
gas used to lift the crude oil. 

Now, “ir, I come right down 
to the Compensation Section. Mr. Cottle has pointed out 
there is another Compensation Section in the Act and that 
is quite true. It is Section 17 of the Conservation act 
oe i956. It was Chapter 1 of the’ second Session held in 
November. And under Section 17 the Act makes provision for 
the necessary machinery to provide compensation. But the 
Board has taken no step to make any use of that machinery 
for the benefit of the Gas & Oil Products and associated 
gas-cap preducers. The Board has not given any indication 
that it intends to do so and the Board clings to the view 
that it is not eoncernei with individuals nor with losses 
which may be sustained by individuals as a result of the 
Board's Orders. It any event, Section 17, perhaps I should 
read the first paragraph, which will illustrate exactly 


what I am saying, because sub-section 1 of Section 17 says: 
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"Within six months after the date upon which this 
"Act comes into force, and at any other time upon the 
"direction of the Lieutenant Governor in Council, the 
"Board stall proceed to prepare a scheme or schemes for 
"the provision of compensation for persons who are injured 
"by reascn of any conservation orders made pursuant 
"this Act, and submit every such scheme to the Lieutenant 


"Gcev ernor in Council." 


Then it yces on, and it is a very permissive section from 
then on. ‘Ve streruously otjected to the wording of this 
section wren it was before the Agricultural Committee. After 
the Board makes that report to the Governor und, incidentally, 
so far as I know, no such report has ever been made, and a 
year Yas gone by and no scheme has been propounded within the 
six months as required by this Section. But-even if it had 
been then it says the Governor may do this and the Governor 
may do that. There is nothing saying that they shall do 

this and they shall do that and the result is that eleven, 
twelve or thirteen months have gone by since the Act was 
proclaimed and certainly we know that nothing has been doe. 
THE CHAIRMAN: Does that other Section, 
referred to as the certiorari Section, does that prevent any 
steps being taken against the Board to compel them to promote 
that compensation scheme? 

MR. MAHAFFY: Read as I read it, it does. 

I am not prepared to say, Sir, that still there is not some 
wy open by which a litigant could successfully get at these 
people. Even in spite of these barriers. As Mr, Nolan 


points out to me, there is the recent amendmunt to the 
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Judicature act too, which further complicates the questim 
of Suing. But the thing I most object to in this Section 44 - 
I think the whole thing is wrong, mind you - it is the 
business of not being able to sue. But the most damaging 
part of the Section is the last two lines, where the Legis- 
lature has povided that we cannot sue for any act or thing 
@one in purported pursuance of this act. It may not be 
within the terms of the Act at all. But they say "Well, 
we purported to do it under the Act" and the Section says 
we cannot take any legal action to correct that. ‘it is 
the most iniquitous Section I think of all the iniquitous 
Sections we have got in any of our Statutes these days. 
MR. COMMISSIONER LIPSETT: The other case, that is the 
point about compensation, is leaving something undone that 
they should do. 
MR. MAHaFFY: That is right. and then this 


Section says that we cannot take any proceeding to get them 


wo 20 it. 

MR. HERA'TURY : You can pet a deol srator, 
judgment. 

MR. NOLAN: geri 2 LV OU. (GOs Ou oc th 


against the most strenuous efforts of all the officers of 

the Crown gathered together at one time. Because 1 know. 

I have tried it. 

MR. FRAWLEY: That is another sort of Statute. 
Why dm't you appeal it? 

MR. MAHAFFY: - Then I wanted to mention in 
connection with 17, which is the Compensation Section, 

the other Section which I mentioned just @ moment ago, Section 


55, which gives them the right to acquire wells for conservation 
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purposes of anything of that kind and particularly subsection 
4, which I mentioned, the result of which is that they make 
your well worthless or practically so, and then subsection 4 
gives them the right to purchase it at its depreciated value. 
Now, what we are saying, Sir, is surely the Board should 
have come forward, especially when the Statute placed a 
limit of six months on them doing so, with a scheme which 
would show the Gas & Oil Products exactly what compensation 
was going to be paid in return for the losses that it has 
sustained or may sustain. 
TH! CHATRMAN: Can they do anything now, 
the time having elapsed? 
MR. }AHAFFY: That is enother point of 
whether the whole Section now has not gone, it is null am 
yoid; This is not a legal argument but I am inclined to 
think that they, having failed to comply with that Section, 
that probably their whole scheme now is bad. Because 
compensation should be and is an integral part of that 
Compensation scheme, and that has not been complied with. 
The only thing that might save the thing is the wording. 
It says within six months after date the Board shall proceed 
to prepare a scheme or schemes for compensation. Now, it 
says within six months after this act comes into foree or 
at any other time upon the diredétion of the Lieutenant 
Governor in Council. 
MR. FRATLOY: There is rot any evidence 
that the Board has not prepared such a scheme. Of course, 
the Board did not come. 
MR. MAHAFFY: Do you say they have? 
MR. FRAWTEY: Well, I had better not say 


anything about it, but there is no evidence about it, that 
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28 all. 

THE CHAIRMAN: Well, we are alive to that. 

MR. MAHAPFFY: Surely my learrwed friend should 
admit a thing like that. We are not going to break up 


on a technical point of evidence. 

Pits FRAWLEY: Te Board, I am sure, and my 
merend does too, realizes my difficult position.” I am not 
her. tor this Conservation Board. 

THE CHATRMAN : The position of the Board is 
that they are not just coming before this Commission. 

That is the position. 

MR. MAHAFFY: surely, Mr. Frawley, although 
Commission counsel is a member of the Attorney General's 
Department ----- 

THE CHAIRMAN: If that is the position of the 
Board not to anpear here surely you would not ask anybody 
who is here for another purpose to make admissions fo them? 
MR. )AHAFFY: Surely, Mr. Frawley - they 
‘used to say"a man who hides behind a woman's skirts isa 
coward, nowadays he is a magicinn." Bul urrely Nos 
Frawley is not going to sit here when he knows that no 
scheme has been made and suggest to the Commission tmt, 


perhaps, a scheme has been made. 


MR. #RANLSY: What good would it do that I 
should say either one or the other. I am not playing 
ducks and drakes with the Commission at all. What I am 


trying to remember is what I am here for and who I am 
representing. I am representing this Commission. 


MR. MAHAFFY: well, perhaps----- 
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TH? CHAIRMAN: I think you will get no further 
than saying all legitimate inferences can be drawn because 
the Board has not appeared, if we think it proper to draw any. 
But I think that must be the basis of your argument. Not 
that Commission Counsel has got to represent the Board. 

On all of the occasions that the Board has appeared here or 
any member of the Board they have been represented by Mr. 

ie oe. smith and not by Mr. Frawley. 

MR. MAHAFFY: Lhe ies Tien Gh. uSia a “alee cua oe 
that. What I am saying is that after all Mr. Frawley is 

a representative of the attorney General's Department and he 
knows or he can easily find out whether my statement is 

right or wrong that the Board has not in fact submitted to 
the Government this proposal. However, we will let it go 

at that. 

MR. COMMISSIONER LIPSET?: I suppose you can quite clearly 
say that no knowledge of that has come to your client from 
the Board or any one connected with it? 


MR. MAHAFFY: Piet. is. cbryec ier as 


(Page 16,298 follows.) 
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New I wish to pass on from 
that peint and simply say this that Gas and “il Produsts, 
Limited, I think, as the evidence has indicated, net only 
the evidence which we adduced but also the evidence with 
respect to competition, has performed a useful public 
pexvice He a competitor in’ this Alberta Garket. It Gan- 
mee hope to continue in that role if its supply of 
natural gasoline is cut off, while at the same time its 
principal competitor retains access to this product. 

iow I wish further tu sug- 
gest that, at this time, I realize that the war is used 
as an excuse for a lot of things, but I suggest at this 
time, while the country is in a state of war, that it is 
very unwise to cut off and suspend this source of fuel be- 
Cause every possible drop of fuel will be needed for our 
ground and air machines in the next few months or in the 
mext few years. 

Now the evidence discloses 
that Gas and Oil Products, Limited, is making a very de- 
termined effort to contract gas from crude wells and al- 
ready has made quite considerable progress in that 
direction. If the Board persists in the view and in the 
theory that the underground, I mean the theory ef the 
underground field is correct, namely through the movement 
of the gas and oil, and that the gas should be produced 
through the crude wells rather than through oil wells, then 
it is submitted that we should be given a reasonable period 


of time in which to make a gradual switch in the processing 


of the gags-aap gas, to crude area gas. This will take quite 
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some tine for various reasons due first, to the lower 
natural gasoline content of the crude gas especially in 

the early life of those wells; second, due to the fact 

that the recovery of natural gasoline from gas produced 
fron the crude wells oftentimes does not justify the 

cost of installing the gathering system to pick up that 
gas, at least in the early stages of the life of the well 
and third, the unfortunate fact, as shown by the evidence, 
that e good many of the crude oil producers are not the 
least bit interested in having their gas processed 
(P.15,544-5), and fourth, in any event at the present 

time even if we could get a lot of this gas, there ia not 
sufficient available at the present time to make up the 
requirenents of our plant, but nevertheless that change 
over to crude oil is taking place, that change over to 
crude gas is taking place, and we have suggested to the 
Board, and we suggest to this Commission, that in the mean- 
time the Board should not take any precipit.te action as- 
suggested in their circular, Kxhibit "o76", which will 
completely throw us out of ftusiness before we have any op 
portunity of completing that gradual switch~over process. 
MRe FRAWLEY: van you give the Commission 
any idea, approximate idea, of about how long that might 
take. You speak about the desirability of there being no 
precipitate action, you say on page 15, "This will take 
quite some time", and I wondered if your clients had any 
j@€ee how long it would take. 
MR. MAHAFFEY: I think it was lir. ieyland 
or iir. Boyd, I aa not sure which, said in the evidence 
that it is pretty difficult to say for the reasons I have 


just mentioned but the fact remains that they put in a new 
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gathering line system, I think at very Gonsiderable cost, 
this summer, through the crude oil area. They indicated 
that they had tied up six or seven wells having a total 
production of about 6 million cubic fest a day of gas and 
I do not think anyone can suggest that so far as this 
particular abscrption plant is concerned,it is not ont 

out and doing its best to contract our gas. 

Mie FRAWLEY: You say on page 8, "The 
cumpany is now makirg every effort to secure gas from 
crude oil wells end last summer &std a new gas line gather- 
ing system and has been able to contract several wells to 
a total of 6 million cubio feet of gas per day. The 
natural gasoline recovered from this gas plus the recovery 
from the 12 million cubic feet from the gas=cap", that you 
are now permitted to flow,under the provisions of the eil 
and Gas Wells Act, that that will just about make up the 
amount of natural gasoline requirement which you say you 
Should have. 

Mitte MLA HAFFY: That is right, 

MR. FRAWLEY: Well I do not know, it seems 
to me, it might be of some help if we had even an approx- 
imate idea. Does it mean a year? 

MR. MAHAFFY: 411 I can say is that dur- 
ing the last twelve months we have contracted 6 million 


feet of gas. 


MRe FRAWLEY: Yes. | 
TR. MAHAFFY: Now so much, Mr. Frawley, it 
is impossible for me say. 7£ we could go out tomorrow 


and were able to make a reasonable contract with the pro~ 


duger of 25 million cubic feet of gas per day, well that is 
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the amswer to it, it would just take two weeks to do that, 
but if we have to gradually get it as these wells are 
willing to sell and as we are able to extend that gather= 
ing system, which can only be done if the volume of gas 
flowing into it justifies the extension, I cannot say how 
long that will take, nobody can say that. 

MRe FRAWLEY: When the Royalite anntracts a 
crude oil well, does it also contract the crude oil gas; 
ars you. also shut out from those wells? 

MRe MAHAFFY: I cannot answer that, but I 
do not think they do. 

MR. FRAWLEY: You think you could go to 
the same well that has contracted its crude to the Royalite 
and get your gas from such a well. 

wR e MAHAFFY: I am sorry, L cannot answer - 
that definitely, Mr. Frawley, I do not know whether the 
hoyalite are taking double contracts now or not. | 

WAJOR LIPSETT: ir. Wahaffy, as IL recollect 
the evidence. 6 million cubic feet of this crude oil area 
gas is not the equivalent at all vf 6 million cubic feet 
of the gas-cap gas. 

WR. MAHAFFY: Thet ie Pight, site it only 
has about half the value. That 6 million cubic feet from 


the crude oil area will take the place of about 4 million 


cubie feet in rough figures. 


MAJOR LLPSETTs Ves e 
MR. FRAWLEY: That is, you want 25 million 
Gurie feet from the crude area, 


WRe MAHAFFY: Well we say that our require 
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5 
ments are 15 million cubic feet a day from the gas-cap 
area or 30 or 31 million from the crude oil areti. 
MR» FRAWLEY: areas 
MRe MAHAFFY: Now one further point in 
connection with the Conservation Act itself. iir. Cottle, 
be s in September, filed with the Commission a memorandum 
Setting forth the scheme of conservation, Exhibit "591". 
May I ask sir, on page 16, the third line, I didn't have 
that Lxhibit numver when the argument was ercncy to vitae 
the third line on page 16, that is Exnibit "591". 

Now I submit that from a 
perusal of that Exhibit "591" it is clear that the whole 
pian of conservation is one which pro-rates production to 
available markets. 

MAJOR LIPSETT: Mire Mahaffy, Ll am very sorry 
for interrupting you again. As to what I asked you before, 
that 15 million cubis feet from tle gas-cap area or dl 
million cubic feet from the other area, if you had the él 
million cubic feet from the crude oil area, would there be 
any difference in the cost of processing by ere of have 
ing to utilize the double quantity. 


iiRe L/AHAFFY: It would make practical ly no 


difference, sir. 


THE GHAIRMAN: Any more cost of buying it 


or getting it. 


WRe MAHAFFY: Heretofore there has not 


heer onute it way be ~+-- 


THE Chis TRiiA N: To get the double quantity 


of the one to compensate for the other. 


MRe HARVIE: It is largely I think a matter 
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of pressure, the pressure that it is delivered at at the 
crude well. 

MRe MAHAFFY: The extra cost really; sir, 
comes in in tre additional expense we nes put at in putting 
down the gathering aystem. 

MAJUR LIPSETT; That would mean then. some 
increase. 

MRe iAHAFFY:; Yes, it is more expensive for 
usp to gather the gas. 


MAJOR LIPSELTT?. To take care of that capital 


expend iture. 


WRe WAHAFFY: That is right. 

Ad OR LIPSETT: I am sorry for interruptirg 
eye: 

MRe MAHAFFY: That is quite all right, sir, 


IT am glad you did- However, we ave making no point, I may 
pay, of the additional cost that we would be put to in that 


respect. 


What I started to say was 
that Exhibit "595", urs Cottle's statement of the conser 
vation scheme, I submit makes it clear that the whole plan 
is one which pro~rates production to available markets. 

In view of the terms cf the 
agreements made between the Dominion of Canada and the 
Province of Alberta, and incidentally, sir, these are 
found as achedules to certain Statutes of the Province of 
Alberto and in case members of the Commission might wish 
to refer to those,~I doubt if you will,-I have had clipped 


together in this pamphlet form the Alberta Natural Re~ 
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sources Act, Chapter 21 of 1930 and the Agreement, the 
Natural nesources greemert as it is called, which is 
a schedule to that Act. Then there is also the anending 
Agreement which is a schedule to Chapter 14 of the Statute 
of 1938 and also the old Gas and Conservat ion Act which 
was Ghaptes 15 of the Statutesof 1938, the first session. 
Now in case the members of the Commission might wish to 
have these particular documents in handy form I have made 
up a couple of copies.» 
THR CHATR LAN: we Will be glad to have them: 
Re wAHARFY: And I will leave them with 
Mirs Cutler for you, but these agreements between the 
Dominion and the Province by which the lfatural Resources 
within the boundaries of Alberta were transferred to the 
Province Lay down certain restrictive features with respect 
to the operation and administration of oil and gas pro= 
perties, and our view of the terms of those Agreenents , 
which has been contended in the past in arguments which we 
have had in the Courtsin respect of this matter, on behalf of 
Gas and Oil Proflucts, Limited, amid associated companies, 
it has been contended I say by them that the Board has no 
power to pro-rate production so marka& requirementc. There 
is nothing in the «greement which would give the Provincial 
Government the power to do that. 

| The first Conservation Act of 
1938 specifically provided for pro-ration to markets and on 
this ground, as I say, we attacked the Act in the Courts, 
consequently in November 1938 at the special session of whit 


we have been speaking, this Statute was repealed and a new 
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Statute was passed. It contains no reference whatever to 
pro~ration to markets, none at all. In fact the Act does 
not say anything except what it says in Section 16. The 
Commission can read the Act threugh from beginning to end 
and the only section which has much meat in it is Section 
16 and that shuts out the conservation scheme aad all it 
says is this: 
"In order to effect the intent, purpose and object 
"of this Act, the Board is hereby authorized and 
"espowered with the approval of the Lieutenant-in-~ 
"Council to eontrol and regulate the production of 
"petroleum either by restriction or prohibition or 
"both, or to xepressure any oil field, gas field 
"or oll-gas field and, incidentally thereto, to pro= 
tyide for the compulsory purchase of any well or 
"wells, and for such purposesto make such orders 
ttand regulations as the Board deems requisite. 
t(2) the Lieutentnt-Governor-iu-Council may re- 
"“voke any order or regulatiou made pursuant to this 
"sections" 

Now those are all the in- 
structions wih the Legislature gave to the Board in 
this Act and incidentally just in passing that does not 
seen to conform with Dr. Frey's ideas, that certain 
general princinles should be laid down for the Board to 
follow, but after the passage of the second Act, which as 
I say, wade no mention of proration to markets, the Board 
nevertheless persisted in its original view and it con- 


tinues tc prorate production to market requirements. 


Now Il realize that this 


Co 
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Comission is not going to decide on the legality or 
otherwise of this Statute but it is here that I originally 
intended to make mention of Section 44 which obstructs, 

in fact, closes out entirely the right to get into the 
Court in respect of any of chese problems and our suggest~ 
ion,-and I would like this to be a definite suggestion if 
I may put it that way, is that this Commission should 
recommend to the Government that this Section 44 should 

be amended or eliminated. I would say that it should be 
anaended to comply with the parfectly reasonable attitude 
which Dr. Frey has said is followed in most of the 
Legislatures in the Uhited States. 

Now so much for that. It 
should be pointed out too that if the order of the Board 
as suggested in Exhibit "670" were put into effect every 
operator on the gas-cap in Turner Valley, operators of 
wells, operators of absorption plants, except the Royalite 
O11 Company, Limited, would be crippled in their op- 
erations and it only so happens that the Royalite would not 
be seriousl: hurt, if hurt at all, because they happen to 
have a contract, an exclusive contract, for the sale of 
gas to the Calgary Gas Gompany and the Board has con- 
sidered that that justifies the xoyalite in producing that 
gas and in extracting the natural gasoline from it before 
it goes into the Gas Company's neainse 


Wow just in conclusion, and 


Pie tamot be tiuch Longet---s= 


i.AJOR LIPSETT: Perhaps you do not know, iir. 


liahaffy, does the Koyalite get any other gas, other than 
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that which is needed for the City of Calgary. 

Me MAHAFFY; You; ean, pay. do they proe 
cess any gas. 

iadi JOR LIPSEP?: Other than what is required 
for the City of Calgary. 

MRe LAHAFFY: Oh yes, they do sir. The 
Royalite have two plants, Koyalite No. 1 plant in the 
North end of the field, just near the little town of 
Turner Valley and Royalite No. 2 plant which is just a 
Stone's throw from the Gas and Oil Products plant in the 
South end of the Turner Valley. Now the No. 2 plant which 
is processing natural gasoline is not connected in any way 
with the Gas Company's distributing system. 

MAJOR LIPSET?: ond that is curtailed in 

the same way as everyone else. | 

MRe MAHAFFY: Just the same waye The 
three plants in the South end of the Valley are just in 


the same boat. 


MAJOR LIPSETT: .<ould Royalite not be af+# 


fected as regards that plant. 
MRe WAHA FY ; It would be as regards that 


plant but insofar as its No. 1 plant,-I am glad you 
mentioned that, that is a more correct way of putting it 
than I did, insofar as the No. 1 plant is concerned they 
would not be affected but, as you point out, they would be 


effected in the No» 2 plant in the South end. 


‘MAJOR LIPSETTT: You mean they would not be so 


seriously effected. 


MRe LAHAFFY: I say here, and it is ree 
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duced to writing on page 17, that .every operator on the 
gas-cap would be curtailed as a result of such an order 
going into effect except the Royalite Oil Company. 


Now we say, and 


the evidence shows, that the Board has already, during 


the past two years, made most substantial reduction in 


the amount of gas produced from the gus-cap. We have not 
objected during the past nine months to the reduction of 
our operations from the 31 million cubic feet a day basis 
to the 12 million cubic feet a day basis, It has meant a 
sacrifice obviously to the company whieh I represent but 
as F said this morning, conservation is something which 


is essential and everybody must be prepared to make Some 
sacrifice but we do submit that the Board has now reached 
a point of compromise in this affair, which is reasonably 
fair to all parties concerned, having in mind the equities 
of those parties and the practical considerations which are 
involved. 

whould the Board give effect 
to its tentative proposal contained in Lxhibit "676", it 
may be achieving a more nearly perfect theoretical scheme 
although that is doubtful, but it will »e doing so only 
by completely sacrificing the equities and the practical 
considerations which are so important and on which Dr. Frey 
laid much stress. 

vo we say "Leave things pretty 

we have had to suffer a considerable 


much as they are." 


sacrifice in what has already happened but the Board, we say, 


has now reached a reasonable compromise ground and they 
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Should not push this thing to the theoretical limits. 


Now juet to briefly sum- 


marize what we respectfully suggest that this Commission 


should do, we suggest that recommendations should be made 
to the Government as listed on pages 17 and 18 of my 
brief and the first one is, that Section 44 of the Act 
phould be amended to permit of appeals to the Court by 
persons who consider themselves gegrieved in respect of 

all matters except appeals from the decisions of the Board 


on technical problems; in other words, that the Section be 


amended so as to comply with ur. Frey's opinions on this 


point; (b) Tht the compensation section of the Act be 
amenaed so as to provide an effective measure of cnmpen- 
sation to all persons who suffer loss as a result of 
conservation orders, including a company such as Gas and 
Oil Products, Limited, and that a scheme be brought for- 
ward in which provision for the same is made; and (a) 
that the Conservation Board be advised or instructed that 
in the opinion vf theGovernment and in view of the 
equities and practical considerations involved, that no 
further change should be made, for the present, in the 
allowable production of wells located on the gas-cap of 
the Turner Valley field. 

Those are our submissions, 
Mr. Ghairnan and ilire Commissioner, and I am sorry that lL 
have takem sc long to submit them. I had no idea I would 
be this long. 
MAJ OR LIPSETT: Mir. Mahaffy, does your 


recommendation or your submission at the erd, does that in- 
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volve a loss of gas that would not take place uxder this 
new order if it were made. 

une WAHAFFY; You mean the production of 
gas, bir. 

MAJOR LIPSETT; No, a certain amount of gas 
must be wasted under your suggestion under present con= 
ditions as against the conditions which would exist if the 
new oxder were made. 


Re MAHAFFY: well "waste", waste, iA a 


(ay 


Peveer OF Opiliion, sir, and, of comparison. 

WAJOR LIPSETT: Is there any, assuming that 
there is theoretical waste or whatever you like to eall 

it, is there any way in which that could be takm care of 
in the opinion of your engineers or anything that could be 
done to lessen that waste. 

MRe MAHAFFY: well no, I do not think there 
18, Bir. As I. say, whether or not it is waste, that is a 
matter of comparison. Now the Bourd takes the view that it 
ise quite all right to allow gas to be produced in the crude 
flank area so long as it has brought the oil up to the sur-~ 
face. Now in our case in the gas-cap we say that we get 
the absorption gasoline out of it, which is a very valuable 
product and then after that we use it to run our machinery 
and we say that the gas has not been wasted, that it has 
been put to a very valuable, worth-while use, but the Board 
says that becausc that gas is then burned that that is a 
waste and they also say that that gas in the gas-cap should 


not be produced but should be allowed to be produced by 


scme crude well owner to lift his crude. 


THE CHALRiA WN: And tha again it is wasted. 
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LiRe MAHAFFY: Yes, after it has done that 
it is burned. 

MRe HARVIG: A two-fold waste. 

MRs MAHAFFY: There is no absorption reo 
covered from a lot of it and then the gas is burned. 

MR. FRAWLEY: You will be compensated for 
that from the crude oil people. 

MRe LAHAFFY: Well that is something I 
would like to hear from you. I do not know. There is no 
compensation scheme in effect yet. 

MRe FRAWLiY: I know but who has been 


hurt, who has been hurt by the order of the Conservation 


Board? 
he MAHAPFY : We havee 
bike FRAWLEY: Wo, that is the Oil and Gas 


Wells Act and we have threshed all that out. 

MRe siAHALIY: And I will put it this way, 
all right, there again we get from one department to 
anothsr. we know very well, at least I do, that the Con- 
servation Board had the provisions of the Oil and Gas Wells 
Act changed from 40% to 25%; also going on from there,-and 
my learned friend says ‘who is going to be hurt", or "who has 
bem hurt". I say "We have been hurt". But supposing I am 
wrong about that and the Conservatior Board puts in this 
suggestion contained in Exhibit "676" then I am certainly 
going to be hurt and that is what I am endeavoring to 
anticipate. 

TH CHalnuAl: You say that it is a present 
harn to vou to be kept on tenterhooks in this way, this 


continual threat over your head. 
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MRe MAHAFFY: WELL Ub Layee ean G 
fair to a business. Business cannot just operate day by 
days Surely a man should have some security of tenure 


in his plans and what he proposes and hopes to do. 


THE CHA TRAN: We1] who Ls Next. 
MRe FRAWLEY: iit. Harvie. 
MAJOR LIPSETT: ire Mohaffy, I am sorry, 


Mre Harvie. 

MR. HARVIE; Certainly. 

lif JOn LIPSETT; I had a note, ire Mahaffy 
whem you were Starting your argument, to ask youa question 
abeut something which you had just indicated you were not 
going to possibly deal with and that is this question of 
the increased price of crude. You heard, I suppose, Nir. 
LeStueurts evidence that an increase in the price of crude 
might be fairly put in force having regard to the reduction 
of 8 cents in the pipeline rate and ir. siayland on the 
other hand when he was giving his evidence, Suggested a 
price of around $1.00, have you anything to say about that, 
having regard to Mr. LeSueur's subsequent evidence. 

MR, sAHAFF Y: No, I have not sir. I have 
no instructions on that point. Mr. iayland I know did 
give some evidence at that time but apparentiy it was 
thought that, I hope not incorrectly, that probably 


nothing turned on that and I was not instructed to say 


anything about it. 
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ieibe Harvie, K.C. 
WRe MAHAPFFY: Also, Sir, perhaps 
I should say that Ges and Oil Products Limited is 
conducting a refining operation. Gas and Oil Froducts 
ee such 18 not e produccr of crude oil. It buys all its 
erudsc oil. 
IR. COMISSION;R LIPSET?: And that is why I 
thought you might be interested in saying something 
about the suggestion from Ms. LeSueur that the posted 
ereld price should be inereased 8 cents or by Dr. 
Brown that it might be inereased 10 cents, because as a 
purchaser of th: + erude I thought perhaps your Company 
might be intcrestcd or might have ome views. 
Mae MAHAFRY: lio, We are quite 


Gontent to operate on the basis of the field price. 


WR. COMMISSIONER LIPSETT: Vinhatever it is? 
WR. MAHAF?Y: Yes sir. 


@eeeeeeeoeeaee ®t © 6 @ @ 


'R. CHAIRMAN: I regret that I have 
not extra copics of my brief, other than the one by 

Way of notes that the Court Stenographer has, and if it 
is agreeable I will adopt the same procedure as the 

other Counsel have, by not referring to the page and 
humber of the volume. I have set out all that infor- 
mation and given it to the Court stenographer, and it 
Will be incorporated in the tr nscript. Any particular 
reference that is at any time wanted 1 can give it to you 
as We go along. 

THE CHAIRMAN: That which the Court 


Reporter has is an exact copy of whst you are rvading 
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from? 
Ma. HARVIE: It is an exact copy 
of what I am reading from but I do not exactly stay word 


for word with this. 


THE CHAIRMAN: Oh quite. 
MR oHARVIS: Kir. Chairman, Mr. Nolan 


in his prescntation has given you a very thorough analysis 
of the ovidencse that has been submitted by the various 
Witnesses on the numerous subjects under consideration, 
and in his summary has given you tne views of his clients 
on these matters. And as Mr. Ray and Mr. Mahaffy have 
done likewise in respect to their vicws and ideas on the 
points that were dealt with by them - Mr. Mahaffy did 
restrict his really to one point ~ but in view of the 
thoroughness with which the evidence has been summarizod 
I feel that there is no good purpose to be served in 
again completoly analyzing the evidence, with the result 
that I have, Sinco hearing these presentations, taken it 
upon mysclf to revise my brief, with a view to cur- 
tailing my summary of the evidence and elimina ting 
repetition, except in such cases “hore I think the 
evidence is cf such importance that it should be 
repeated and thus emphasized. This revision, aS you 
realize, had to be done very hurriedly with the result 
that I am afraid my summary does not now deal with 
matters in such logical sequence as I would like it to, 
but I feel that the presentation in the revised form 
would be preferable than too much repetition. 

Thsre will be some 
points on which I have touched lightly, if at all, but 


I tako it I will nevertheless be free to base any 
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arguments or summaries on the evidenes as summarized 
by those preceding mc, or aS appears in the transeript, 
even if not specifically referred to in my brief. 
While I have only 
commendation for the excellent presentations of those 
preceding me, it must be remembered that both the 
Imperial Oil and the Toxas Company are competitors of 
ours, and, as I think the evidence well establishes, 
I might say they are keen competitors, and, therefore, 
do not necess rily look upon gll matters in the same 
light as we do. I therefore propose, at least to some 
extent, to emphasize such evidence as I think will 
best present the yiews of my client to your Commission. 
I have, like those 
preceding me, divided the subject into and will deal 
with it under the following twelve heads:- 
Lis Orude Contrects. 
are Gonservation, Absorption Plant ama 
Natural Gasoline.. 
de Field Price. 
4. Pipe Line. 
Ds refining. 
Ge Marketing. 
We Competitione 
Be Taxation. 
96 Capital Zmployed. 
1s Rate of Return. 
iy, Regula tions. 


As Remarks and Recommendations. 


First, Crude Contracts. 
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The subject of the 
advantages and disadvantages of Crude Contracts has 
been dealt with by Mr. Gaby, Mr. LeSueur and Dr. Frey. 

Lire LeSueur in 
Volume 128, Page 14,268, states; 

"Now we have purchase-contracts with a large 

“number of consumers for the purchase of their 

"oil but the price, the purchase price stipulated 

“in those contracts is in all cases the posted 

“price and it is the same price as Royalite itself 

"received. The real value in those contracts 

“Nis simply an assurance of supply for the refineries. 

"There is no profit in the contracts because every- 

"thing, tho full posted price, is paid to the 

"producerse" 

This same remark 
applies te our company. 

He further deals with 
the subject in reply to a question from Mr.Frawley, in 
Volume 135, Page 15,058. 

"VR. FRALEY: Qe Do you regard the situation as 
sueh, from your refinery require- 
ments, do you regard it as such 
that you need to have the production 
tied up for the whole life of the 
fie hay 

Ah. well a contract to my mind is a 
safeguard in the event of a scarcity 
of production. i 
Mr. Gaby ddals with the 


subject as to the number and nature of the British American 


T-4 


+16 61L7- 
Me Us Harvie, K.C., 


contracts for crude in the Turner Valley field, as 
follows:- (Volume 136, Page 15,266). 

"I believe the question was that we should 

"give all the information as to the contracts, 

"tho crude contracts we have in Turner Valley. 

"At the present time we have 32 crude contracts; 

"of which 14 are for the life of the well, with 

"financial interest; 6 no financial interest; 

W2 are five yeer contracts; 5 are thirty days 

"notice and 5 of them are verbal contracts. 

"Seven to eight of thesc contracts are for gas 

"wolls serving our absorption plante" 

Those would be gas-cap wells. 

Dr. Frey, in dsaling 
with the subject in Volume 131, sage 144,613 through to 
page 16,267, states, on being questioned by the Chairman, 

"Chairman: ‘Je have had evidence pointing to 
alleged evils in connection with 
anyone being abite to contract all the 
wells int thevafileld: or, most> of Bhems! Do 
you think there is anything in the 
Suggestion’ 

"Dre Frey: Now first, concerning the producer, [ 
camnot see where the producer is receiving 
an injustice by reeson of his arrangement 
on the long time basis if he is being paid 
on the posted price, which we will assume 
is determined by competition, andis con- 
sequently the best price that the crude 
will bring iu the market." 


And later he continues: (Volume 131, Page 14,522): 
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"Dr. Frey: 


by the Chairman. 


Ko. 16,318- 


Now it seems to me that as far as the 
producer is concerned he is in a position 
where the life of hie well is protected so 
fait as producing is coneerned and likewise 
the buyer who is, let us say, the refiner 
or whatover kind of buyer he is, is protected 
in getting and having a definite source of 
Supply. iWhoare the parties hurt? It seems 
to me that the parties hurt or who had a 
complaint against this type of system are 
twios- 
(1) the producer who wants to produce more 
than the allowable of the well, which he may 
sell at less than the posted price; that 
would be destructive cf the posted price; 
the other is the buyer who wants to buy at 
less than the posted price and who is just 
on the opposite side of the equaticn; thae 
are the two people who would principally ba 
Goneerned in complaining against purchasing 


ef the type that exists in,Turner Valley." 


And he was questioned 


(Page 14,625). 


"The Chairman: The thing is, is it right that ons 


"Dye 


Frey: 


company or three companies can tie up 
a whole field so that no other refiner 
can get oil and so that the producers 
cannot treat with other refimrs? 

yell if they did not. Supposing they 


did not tie it up, then what would be 
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the consequenec; the producer would 


have no assured outlots. 


"The Chairman: That every refinery should he allowed 


to contract in order that it may have 


a back-log of supply?" 


to which Dr. Frey agreed by saying "Yes". 


Several days later 


Dr. Frey returned to the subjeft and states: (Volume 


oar 


Pagos, 15,542 and 15,346). 

"You asked me a question concerning the policy 

"of oil companies in the matter of contracts with 
"wells, leases and so on. And while I do not 

"think there is any absolute right or wrong about 
"the matter, I think it is generally a good principle 
"that except where the crude purchssing company has 
"Financiel interest in the producing company, csither 
"dy affiliations or marketing extensions, that it 
"Should enntract for connestions and purchases only 
"on a woll to well basis and not on a basis covering 
G@ large amount of acreage, except in special circum- 
"stances, and I think that those exccoptional circum- 
"stances should bo recognized. I think of a situation 
"like this, whore the construction of a pipe line 
"requires a considerable supply of crude and where 
nthe producing companies, either as an individual 
en or as an association of producers, might 
"approach someone for a pipe line, Under such a 
"Situation it scene to me that there would b6 an 
"exception in which the pipe line commny might 
"very well consider that blocking out a very con- 


"siderable volume would be nezessary for the financial 
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"justification of construction. But in an established 
"field it seems to me that it is a perfectly good 
"principle and it is more or less followed, almost 
"universally in the United States, that the purchases 
"are made on a well to well or at least lease to leasoa 
"arrangement." 
Then Mr. Frawley 
questions him on it. 
"Mr.Frewley: Ge You did not say anything about tho 
term of the contract you spoke about? 
"Dr. Frey: &~ The term of the contract, I think that 
is mcre important to the industry and 
to the producers than it is to the 
Statc, and I can see a situation undor 
which a lifetime contract would bso 
highly desirablse I can also sec 
situations under which it might be 
convenient." 
THE CHAIRMAN: Vell you have finished 
with that phasc of the matter. Your next subject is 
Conservation, is it? 
Vr. HARVIB: Yos, Mr. Chairman. 
THE CHAIRMAN: I dv not think at this 
hour we will ombark upon that very important matter, 
particularly as I want to get away a little earlier 
tonight, if 1t suits your convenience? 
vat HARVIL: That will be very 
Satisfactory. 
MR. COMMISSIONER LIPSETT: Mz. Harvie, in tho 
morning before you pass from that I would like to have 


Some expression of your company's views on this question 
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in referenco to crude. I see, first of al], contracts 
being nocessary and desirablo for the purpose of 
providing for all your requirements. 

WR.HARVIE: Yes. 

MR. COMMISSIOS: = LIPSHTT: Then under a scheme 
of conservation and so forth, once you get your own 
requirements provided for, should other refiners 
regardless of contracts, be entitled to get the surplus 
erudes nocessary for their requirements without any 
loading charge or other buying charge or broker's charge, 
at the posted field price? 

MR. HARVIE: I would be very glad 


to give you Something on that. 


MR. COMMISSIONER LIPSETT: Very well, in the 
morning ? 
THe CHAIRMAN: We are talking about 


tomorrow morning. That is Saturday. I think we will 


sit on Monday at half past ten. 


(At this stage the Hearing was adjourned until 10.40 A.M. 


llth December, 1939). 
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THE CHATRMAN ; All right, Mr- Harvie. 
CRUDE CONTRACTS. 


MRe HARVIE: Mr. Chairman, at the cons 
clusion of the sittings on Friday Mr. Commissioner Lip- 
sett asked for a statement es to-cur Crcmpany's views as 
to whether other refiners, regardless cf our contracts, 
should be entitled to get the surplus crude necessary 

fer their requirements without any loading charge, buy- 
ing charge or brcker's charge, at the posted field price. 
STATEMENT BY IR. HARVIR. 

I think our Company has made 
it clear in its evidence that it is prepared at any time 
to sell its surplus crude at field price plus transpor= 
tation plus a handling charge, and, as I understand the 
Commissioner's question, he now wishes to have further in- 
formation in regard to this handling charge. 

In Volume 157, pages 15,350-+ 
ol=52, the subject is dealt with by Dr. Frey and he has 
referreé to this charge eas a brokerage and intimated that 
he thought some charge for this service was justified and 
that it was a general practice in his country. We agree 
with Dr. Frey in this view. 

AS to the amount of such 
charge, it is impossible to state what would be a reason+ 
able one without considering the facts in the particular 
case, but generally speaking, it should recompense the 
Selling company for its actual expenses inenrred in grant- 
ing such service and be sufficient te include a fair profit 


for such service. 
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However, I propose to 
deal with the matter further in my remarks and recommen- 
dations at the conclusion of my presentation. 

I alreedy had some remarks 
included on that. 

Wow we come to the subject 
of conservation="-e- 
MRe FRAWL £Y: I was just asking Mr. Nolan 
something on that point, ijir. Chairman, that is as to the 
policy of the companies with respect to the supplying of 
crude and making crude available at the Turner Valley end 
of the pipeline. That is-an important matter and Mr. 
Wolan is just going to give me a reference as to his com= 
pany's stetement as to that and I wondered before ifr. 
Harvie left this if he had a reference to something in 
the evidence, if there was any, as to what his cempany is 


prepared to do at the other end. 


wAd OR LIPSETT: what was your page, Mfr. 
Harvie? 

wRe HARVIG: 15,350-51=52. 

THE CHATHUAN: well iure Wolan is checking 
on that. 

bike FRAWLEY: 7 Oh I-am sorry. It was not 


to be done just at the moment, it was for my information. 


I intend to say something about it and I wanted the refer- 


erice and that is all. 


THE CHAIRMAN; ire hiahaffy, excuse me, lir. 


Harvie please for a moment. 


uR. HARVIE: Yes. 


» 
4 


Py 


1 zs 
Liss 

. 

A ‘ 
ont we 
se nd 

. 
ee 
to < 


, 


— 


se, ise Harvie, Kets 


Cl 
} 


~ 16,324 + 


TH CHAIRMAN: AS you are only here ine 
ternittently, Mr. liahaffy, may I ask, speaking for your 
company are you going to have anything to say at any 
time upon the effect that the 8¢ being passed on to the 
producers -.a8 suggested by wre LeSueur. 

Re MAHAPFY: My Lord, you mentioned 
that on Friday and I have no instructions to deal with 
that point, sir, and unfortunately Mr. liayland is away. 
He may be back before the Commission rises or I may be 
able to get in touch with him but as presently instructed 
I have no suggestions. 

THE CHALTINIAN: That is what I understood 
was your position but I wanted to be very clear that we 


PuRrltnte yous, All right, thankyou, I am,sorry Mrs 


Harvie « 
Re HARVIE: Quite allright, sir 
Mie FRAWLEY; Perhaps more or less to 


complete this, you covered this in your submission. 
Mae NOLAN: Hes Leia. 
Mie FRAWLIY: Then I do not want to inters 
rupt Mr. Harvie at all. It was just for my own infor- 
mation more tham anything else. Mr. Nolan cails my at= 
tention to page 33 of his brief under the heading 
"Field Gontract", quoting from iir. LeSueur, Volume 135, 
page 15,057, in which place iir. LeSueur explains, this 
being ir. iiolen’s own words: 
"We have evolved no definite policy in the case 
"of a refinery or other responsible persons de- 


“siring delivery in Turner Valley." 
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That is precisely what I 
wanted» Thank you, 
TH CHAIRMAN: I wonder, Mr. Nolan, and 
the same applies to Mr. Harvie also, whether or not 
either of you think you can be of more help than that. 
Supposing we thought it important to evolve something 
definite we would Like to feel that we could have the 


benefit of your views more concretely than that. 


Re NOLAN: Yes. It is not easy to lay 
Lt down--e~ 
TH CHAIRMAN: Je do not like to do some= 


thing without someone who might be hurt or helped as the 
case might be having something to say about it, rather than 
just that there should be a handling charge. That 
handling charge could easily become prohibitive; equally 
we night do something which wos unfair to you and I 

would not want that without having heard from you as to 


ite 
MR. NOLAN: One. of the difficulties of 


making a statement of policy which covers it, is that it 
occurs to me, the difficulty in knowing just what the 
peculiar circumstances are, how much oil this particular 
Turner Valley persun would want, how many days in ths year 
ho would want it and what quantity would he require to be 


supplied. All these things might enter into it. 


TH CHA Iku AN: Yes. 
icRe NOLAN: I can say no more. 
TH CHATH AN; You see if we adopt ilr. 


LeSueurts view of passing on the pipeline, it might have 
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quite an important effect upon refiners in Turner Valley, 
adverse to them of course and that is no reason perhaps 
for not doing it, if that is the right thing to do but 
equally though while they might have to suffer that, one 
thing which has been bothering us is, should we leave in 
the air wrét the brokerage charge or handling charge 
would be, call it what you like, since we are trying to 


deal with everything. 


hire NOLAN: I am wondering if that does 


mot come under the Public Utilitics ict. 

LiRe HARVIE: In our case I think that 
would be the answer. 

THA CHAIRMAN; Perhaps it does and that may 
be the answer. 

sik» HARVIE 3 IL think that has been sug- 
gested in the evidence as I remember it, during conver- 
Bations with some persons. 

THE CHAIRMAN: I do not remember that now. 
ike NOLAN: lay I say this to you,: it 

is not on the record but as a matter of fact the Gas and 
Oil Products launched an application before the Utilities 
Board for the purpose of splitting the pipeline charge; 
their point at. that time being that they were doing their 


own gathering or would be ina position to do their own 


gathering, in which event it was thought, they thought it not 


fair that they should them be asked to pay the gathering, 
and the transportation charge when the only user they were 


making of the line was the main trunk transportation 


system. That was their point and that did come before the 
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Board and it was adjourned at the time and will come 


back before the board and perhaps that is the answer. 


t 


THe Cis GiiAl;: That may be. If Counsel 
Will Jook inte ib and satisiy us that that isthe 
answer, we need not bother any more about it. 


wiite FRAWLEY: Of: course if I nay say, 


uf. Chairman, I think perhaps not enough importance has 


been attached to the effect of tir. LeSueur's statement. 
THE Obs IkinaNs are sorry to inverrups 
you, wr. Harvie, but .I just wanted to bring this out. 
ake PRAWLIEY: In the telegram of :iarch 
Ooo Ei Dib. 669". and the covering letter. Exmipgs 
"670", now frankly, I think there is a great deal in that 
because there iir. LeSueur has something quite different, 
admittedly so, to what ir. Nolan's statement has always 
been and as to what his statement now is, because ire 
LeSueur then says, dealing generally with the question 
of supplying crude to other people: 

"Our policy is and will be to sell to any bona 

"fide purchaser such surplus crude as we slay not 

‘need for our own requirenents at posted field 

"nrice plus pipeline buying and handling charges, 

"provided such purchaser supplies suitable facil- 

"ities for accepting delivery and tiake satisfactory 

"financial arrangements for payment." 

And you see that might be 

said tc apply and to over-ride the undertaking which ..r. 
Nolan gave. This says “to any bona fide purchaser", 


which might be the imglish interests or anybody. 
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MR. NOLAN: That is not the point which 
the Chairman is making. ‘The Chairman Says, what happens 

tO @ man who lives in Turner Valley and wants his delivery 
there. tir. Tanner was seeking information for an en- 
tireiy different purpose, to take that information away 
with him and that is why he got that statement. That had 

te do with the larger pipeline. 

Re FRAWLEY: Guite, and I only wanted to 
know, if this is the last word on the subject, perhaps this 
is what will apply and that there should be a buying charge. 
TH CHA TRAN: No. at any rate, Mr. Frawley, 
I would be inclined to think, and would you not, that what 
Mr. Nolen suggests is right, that they contemplated whether 
this company that is sending that wire to lire. LeSueur would 
be dcing the buying for someone else. What I got from that 


was thas in the event of a pipeline going through to the 


Great Lakes the people who had put money in it might be con- 


cerned with having his company buy as well as handle, as 


buying agents, and if so they would have to be paid. 
MRe FRAWLEY: Yea, “well: oll! oten pee 


agree that these telegrams were sent on the eve of Nr. 


Tanner's departure to lngland. 


THE C HATRMAN: The others would certainly 


be doing their own buying. At any rate all I would like 


to know at. present, just for the sake of clarity and in 


order that no iniustico might be done to any one, this 


Commission is no more concerned with Gas and Oil Products 


then it is with any other company but I was suggesting that 


if we adopted lire LeSueur's view, it would effect the price 
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that Gas and Oil Products would have to pay. 
MR,» FRAWLEY: - You mean that 87? 
THE CHAIRMAN: Yes» Now if we are going 
to do that should we not be concerned with further pay- 
ments that they are going to have to mako, should we ever 
adopt ir. LeSueur's view. 

MRe FRAWLEY: Yes, surely. 


THE CHATRIAN: and should there be anythinz 
more concrete than that that they would have tn pay a 
handling charge. Now if there was somebody to determine 
what that handling charge should be, other than this one, 
why should we concern ourselves with it. It ia suggested 
by tir. Nolan that probably the Utilities Board is the one 
and perhaps it is. I just indicated to Counsel we would 
like them tO give us the benefit of their views about that 
after they have looked into it. 

MRe FRAWLEY: Yes, and I would think for 
all transactions which began and ended within the Province 
the Utilitiss Board would have a right to fix any handling 
charge. Nr. tahaffy's plant buys crude to supply Saskatchewan 
refiners, where they simply act as buyers of oil, and there 


is a question there. 


nib JOR LEPSLTT: Does the Utilities Act enable 
the Board to fix the handling charge to somebody who is not 
B Publics Uuility. 

MRe FRAWLEY: No, oll the Public Utility 
Boaraés can ac would be tc say what its Utility should charge 


and that is all. 
MAJOR LIPSETT?: Yes, but is the Royalite O41 
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Company a Public Utility so far as buying crude is con- 
‘cerned? 

like FRAWLLY: That is a very wide act 

and if it is not now, it should be made so, because as 

I recall there were extra sections put in there which 
would make it a public utility, a far as the storing of 
oil is concerned for instance, I think the pipeline is a 
public utility now with respect to all that. | 
MAJOR LIPSETT: Is that storing oil or 
handling oil for deliveries, would it be as wide as that? 
Whe FRAWLIY: Of course I do not Know. | 1 
have not looked into that. 

THE CHALTIUAN: It is something that per- 


haps Counsel will help us by looking into it. 


MR. FRAWLLY: Yes. 
THE CHATIWAN; pul righ, Mr. Harvie. 
CONSERVATION 


AND ITS EFFLCT ON ABSORPTION PLANTS AND NATURAL GASOLINE 
MR. HARVIE: On conservation, and I am 
dealing with this as applied tc the Turner Valley, it is 
avery large subject and has been dealt with by many wit- 
nesses from numerous viewpoints. 

tiv. Mahaffy has effectively 
dealt with the position of owners of gas wells in the ges 
cap and the operators of absorption plants. He has also 
dealt thoroughly with the conservation legislation now on 
our statute books, so Z propose to restrict my remarks to 


the general principles that should be given consideration 
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tc in any conservation scheme, and to the possible ef+ 
fects such a scheme may have on = 
Firstly: The existing investments in absorption 
plants, gas gathering lines, etce, now 
established in the field, and 
Secondly: The effect of curtailing the supply of 
natural gasoline. 
THis CHA Lwians Now iir. Harvie, you say Mr. 
Mahaffy has dealt with that and you are going on for that 
reason, you are going to other considerations. 
MRe HARVIE: I am dealing with this in 
part but restricting my remarks chiefly to these two phases. 
THE CHATRIUAN; All I wanted to know is as 
to the extent that you do not deal with it yourself, are 


you adopting what lir. Mahaffy said, are you in accord with 


him. 
hiRe HARVIE: I am I think. 
THE CHAIRMAN: sll right. 


: The evidence of.Dr...¥rey is, 
I think, most helpful and illuminating. 
He says, and I refer to the 
following extracts from his evidence: (Vol. 135, page 15,007). 
Ae "Yea I do believe that.it is not possible to 
work out a conservation scheme purely on a 
formula”. 
TH CHALTHM AN: again interrupting you and 


I will try not to make my interruptions more often than 


I possibly can. 
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idiRe HARVIE: Quite all right, sir. 


THE CHAIR AN: Have you the volume and 
pagee 

MRe HARVIE: Yes, in every case. 

THi CHALIIAN ; And we are going to get 
that « 

wits HARVI a: Yes. 

“Re FRAWLEY: I was just speaking to iir. 


Taylor, I think it would be very helpful, I do not know 
to what extent ir. Harvie has handed the reporters any- 
thing but to read a transcript of argument without a 
goodly, liberal number cf headings and sub-headings and 
indications of paragraphs is very difficult, whereas if 
the reporters, Mr. Harvie, can get from you some guide so 
that they would use your subheads and your paragraphings 
and your general outline as to your submission, it would 
be very helpful. 

MR. HARVIE: they have a copy of what I 


am reading fron. 


MRe FRAWLEY: In addition to what you are 
reading. 

WRe HARVIw: Yes. 

MRe PRAWLEY: These things such as the 


page ir this case of the evidence of Dr- Frey is I think 


most helpful. 
Mine HARVIL: I refer to the volume, the 


following extract from the evidence, Volume 155 and page 


15,007. 
THE CHAIRMAN: And that is in the copy. 
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like HARVIE: Yes. 
Me FRAWLEY: Apparently the reporter 
is going to give the Uourt the benefit of what Mr. 
Harvie is reading and that is very fine. 
THis ChiATRiws Ns Yes, it iS so much easier. 
MR. FRAWLiY: Subheads and all. 
ike HARVIL: Yese 
hike FRAWLEY: or some reason ire ray's 


brief was not taken down that way, on his own express 


instructions. 


THE CHA TRAN: That will be very satisfactory 
then. 
Wie HARVI i: Dr. Frey says; and I will reo 


peat what I read: 

Ae "Yes I do believe that it is not possidle to 
work out a conservation scheme purely on a 
formula; that is that any scheme has’ to be 
tinctured with the practical consideration 
that results from divided ownership." And again 

Vol. 155, Page 15008. 
A. "I think the problem of equity is always present 
in the event that you have divided ownership 
and a difference in the period in which various 
parts of the field have been developed". And Again 
Vol. 165, Page 15009. 
A. “We think that one must assess the damanges that 
are likely to be done as well as the benefits 
to be derived and the scheme should be a bal- 


anced plan in which there is a reasonable re= - 
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Ylationship between the benefits accruing from the 


plan and the damages consequent." And agaiis 


Vo. 105, rare 2200 L0.. 


Ae "I think that in developing a plan we would 
have to consider the engineering as well as 
the equities, the equities as well as those 
of engineering." And again 
thm Dr. Shaw gives it as 
hie opinion, (Vols), P1065), (also quoted Vol. 165.P.15021)., 
that generally speaking the closing in of the gas soap will 
have little material effect in increasing ultimate recovery 
Of OLN. 
DR. GILL ‘states, (Vol. iy 
Prt OoG) Lateo VOL oO, 1Ps LOO 2): 

"TY do uot think that pressure maintenance or pres- 
Sure restoration in the gas cap will have any 
measurable effect one way or the other on total 
recovery of oil". 

and DR-FREY continues 
WVodeelov es Pa  oooe),: 

“conservation agency should be given broad powers 
but it should also be furnished with a number of 
important directions: 

First: A clear cut declaration of policy. 

Second: Definition as to what constitutes waste." 

| And just on that item, the 
remarks of Mr. Mahaffy as to that comment of Dr. Frey's 
pronouncement, is very pertinent, amd it is apparent from 


Mr. Mahaffy's remarks that there may be a difference vf © 
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Opinion as to what is "waste"; that gas, which is used 

to raise oil from the crude well can be burned and 

apparently the Conservation Doard says that is not 

waste while gas that is ured through his absorpticn plant 

for other purposes, possibly giving as great service, 

they say that is waste. 

I will repeat what Dr. Frey 
states that one of the important directions should be: 
(2) A definition as to what constitutes waste, and 
(3) Directions as to "what to look for", and "what to 

act on", that ie things it must do in order to be 
sure that everyone who has an interest has an op- 
portunity at equitable adjustments; 

(4) There must be provision for taking of evidence on 
which there should be findings and on the findings 
there should be rulings, and 

(5) There should be recourse to the courts and a clear 
cut procedure as to the circumstances and how the 
injured party may go into court. 

He refers to the Arkansas 
Conservation Act (Vol. 137. P.15338) and cites from the 
Act its purposes, from which I will only quote one item, 
namely: 

"An act to prevent waste...-....--and protect the 
vested, co-equal or correlacive rights of owners 
of crude oil or natural gas". 

hire LeSueur deals with the 
matter and I will make the following references to his 


evidence. 
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In answer to the Chairman he states (Vol. 136, P.15165). 

"You have two schools of thought, or two fundamental 
principles working in conservation. One a strictly 
Scientific one of absolutely efficient production 
and the other the principle of maintaining the 
equilibrium between supply and demand. Our view- 
point is that the ultimate objective of either 
principle is economic and that involwes that the 
situations as they arise must take into account 
the equities and the economics of the situation". 

He further states Tapani PeLDLO?): 

"We have no wish to impose hardships on euybedy. And, 
therefore, if the matter comes up there are certain 
equities there which I think should be considered". 

Then in answer to a question from iir. Frawley he states, 
(Vo1l-146, P.15168): 

A. "Yes, By intensive cracking you could get More 

of your refinery gases but in the situation you 


should use what there is in Turner Valley". 


(Page 16,337 follows) 
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And speaking of casing head, Mr. LeSueur at Vol.136, P.15168 
states; 
"A. That is largely an engineering problem but we do 
i use the. plant product in our refinery and I think 
we contemplate using it." 

‘ir. Gaby deals with the subject 
commencing at Vol. 157, P. 15294, and gives his views on the 
Situation if conservation should have the effect of closing 
down the absorption plants, and summarizes on P. 15295 as follo 

"The shutting down of the gas cap would be serious. It 
would not be economic for us to continue the present 
Operavion Unies= we. could get sufficient crude gas to 
Supplant it with a natural gas with oil content that 
would be. economic to put in the necessary gathering lines " 

“ar. Boyd de@ls with the same 
matter in some detail ané I think Mr. Mahaffy has given the 
quotation. 

ir. Mayland'*s evidenee, I think, 
might be fairly summarized by saying that he considers the 
enforcement of conservation in the manner that he understands 
the oresent Conservation Board proposes to put into effect 
would in short put his operations out of husiness. 

The Chairman in discussing the 
Met tepid. Tecueur at Vor. 136,. Ps. 15169, offered 4 
suggestion that i consider most useful. This was: 

"I was just wondering, Mr. LeSueur, if you accept the view 
"which Mr. Mahaffy puts forward, that the gas-cap extracticn 
"is not going to have any serious effect on the propulsive 

"Forces in the crude oil area, and accepting, as I understan 


"both of you do, that equity must be recognized in any 
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‘t 
conservation system, which presupposes the recognition 
of the status guo prior to some Govennment getting the 
bright idea that conservation should be wut in at all, and 
if your company and Mr. Mahaffy's company are the ones only 
concenned to any extent, might you not each with the help 
of your engineers, perhaps, meet on common ground for a 
submission to the Board that would do equity to everybody 
and would save a lot of fuss and law-suits that proceed 
to the Privy Council. That is just an idea we throw out, 


We are willing to hear the evidence. We are not dedgine it. 


with which, in effect, Mr. LeSueur agreed as the proper 


Procedure send orfered the use of his engineers and offered to 


COOperéete “in ‘any way he could. 


MR. FRAYVLEY: We never heard about it again 


though. 


HARVIE: to (iho tinink not. Mr. Bronsdon 


Starnes Vou. 100,00. Li,oce end 11,323; 


It soon became evident that in order to service 
its customers with all of the Petroleum Products that are 
available in Western Canada, it would be necessary for the 
Company to obtain such products as naphtha and natural 
gasoline as were available in Turner Valley, for dis- 
tribution in Alberta and Saskatchewan. With this 
objective in mind, the Company, in-1955, entered into 
contracts for the purchase of production of gas and 
naphtha from wells then in operation and contemplated, 
at a capital expenditure in excess of $450,000.00, and 
in order to precess the natural gas thus contracted for, 
an Absorption Plant with gathering lines was comple ted 
in 1936, with a capacity of 60,000,000 cubic feet, at a cos 


of approximately $350,000.00." 
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There again, it is just a matter 
that I think has been dealt with by Mr. Mahaffy and by the 
filing of Dr. Brown's correspondence, which, as I understand, 
if there is any additional letter or correspondence back am 


forth, it will be filed and be made a part of tle record. 


FIELB PRICE. _ 
The next subject, Mr. Chairman, 
ie PisidaPriac. Mr. LeMueur outlines in detail the basis 
On which the vresent posted price for crude has been arrived 
at and states that - (Vol. 128, P. 14269 through to, 14283) 
"Of course, our figures are $1.20 and $1.28, with the 
Orescnt market. We see no reason why that: price is) net a 
reasonable price, permitting of expansion in the Valley, 
steady development in the Valley and we feel that that 
Drice is 4 fair one today and, that, the limit of the market 
and the price should not be disturbed unless there is 
some real reason for it". 
He deals with how any saving in 
pipe line transportation should be dealt with and at Vol. 128, 
- 14281 states: 
"Q. And that should go to the primary producer? 
A. That should logically go to the producer because it 
is part of your structure in determining your 
erude price", 
He deals with the matter further 
in reply to a question from the Ohairman; (V. 128, P.14319) 
"CHAIRMAN: Q. ° That is your proper price equilibrium as 
I understand it. as I understand the witness 
you cannot possibly give this to the consume 


and keep on a proper competitive basis, carry 


i A ame | we 
ii i i 
dw 9 
rae rath) 


‘ek weed yeti. 


oo reas om 


fieiase sot z ar as 


Gon oee. ea aa eas iy 
‘a ss ooo, at 
wer tist  .1™! folie ie 
PA eocgi LATOR Mer 23a ha 
‘Gilead oat feedan silt eo 


hav lifah 1.90 i “i > Puig 3 ep ofa 


a “ae > Si ote 
ania) ~} ON satan by sate e 


OO Seat iter GBC. Bie 8. i) 


mak Bs de 
eee Dorie Borer 
he Pa ere eg Paes pee 


e Ag p t ey err. teas « son id ower, ey 


aaa PATE ARN Cee name? Wamemenrn | yee en 
Wallan edt und ao betula ies LS EE, 
folie ght ¢ wes te kx: he re sia yr Se Tans 2% tee ek 
Vet. dis [oot | ar ate ae: BY, ond ny 
ave Phe. ~ ae ae ee a 


co 
t fo ot 


Fanvisn edd to. Ulin Li aif) itt, Pee. CARO, 8 . 


eo} 


Mor recite ea efi social aR, ag, on shee, 
SAME SON ce ) Pa Xf 


i 
‘tg 


‘Sd ReLVSE wi wrt iit by alan, ok | . 
= . "5 r * -\ \ As BSE ie ’ Ayre 


ke Ea es hein lich ¢ ‘tans, pd Ehsioite seater 


HM * 4 
—— . ares: ne 


~~ 


auibe TG Bi en aint. 


ue || ee 


2) he dyna ad “tt hs a iti ot ae 
Lae ce Wala 


oh oe % ris, taut ct 


+ ” a San br + mia ie dl [ ‘ 
MeO, si ing D ing OF SS nit org out. 8 
FOO steele Wy See lat 
4 


wey | me 
eater tac vit heer vebabh ‘sat 


. cottet 
ee - Qn ae: . aes 


nae O80 .¥), (ananeneela 


() 
aes 
a= 


; 
j 
af 
, 
- a | vil 
' 6, " 
. 
sy 
a ee 3 
pal 
. 


i 


ae 
G es 


158 
1 
7 i 
V 4 
; ee x Eas Pt, eed Es 
Ne Sie 2 ‘ + ele id 


Ady A* 
ati c Lips yesh roeO1g 


5 se 4, Re ess 
fasteaapry t feed 

TER Ss ge ee eS 
$ wid? sity wid 
ae em rae 


pepe Ty 


on rE 
roa ‘ 


&. Lb. Harvie, kK. @. pea? 
Ee. 
out a@ proper competitive scheme of fixie: Vou a iedd 
price, at least a competitive scheme on a proper vasis. 
A. That ie rion, 
Dr. Brown deals with the matter 
Chi fle lL Owe oe Uni Viole, as. eeu and) L277 
In Vol. 126, P. 14100 he states - 
"It seems’ to me that’ a fair price for 43 gravity Turner 
Vaileys cimde tin the) field atthe present time under 
transportation conditions as they now exist, is approximatel 
‘9 We O18 has 
"A few cents one way or the other is, of course, undeter- 
minable but it is approximately $1.30". 
In answer to a question from 
Major Lipsett in reference to this price of $1.30, he states; 
(Vee 25, 024100) 
"Phat takes into consideration the new pipe line rates, 
the loading charges, the present transportation arrange- 
ments and the present throughput and the present demand 
but does not include any allowance or consideration for 
any exchange rates". 
| This information again appears 
Pepsi No 07 hi ei eds by Dr. (Brown, at PP. iar. 
The following extracts from 
Dr. Brown's evidence are also of interest. (V. 125, P. 14011) 
He is asked by Mr. Frawley - 
Ng.) What, is’ the fair and Liane price for crude in 
Turner Valley? 
A. Based on the statement that has just been made by 
Dr. Frey, and also by the Chairman, which is that the 


judgment used in arriving at a price for crude oil 
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is essentially the judgment as to where the crude 
can be purchased at the lowest price, taking into 
consideration transportation, tariffs, yields and 
other factors which determine the value of erude; and 
also as scon as that prico has been arrived at on the 
basis of that judgment that then puts that crude in 
dynamie equilibrium with other crudes with which it 
ig in competition and thereby in equilibrium with all 
of the crudes throughout the world.” 
On P. 14012 he states that the 
price of Cutbank crujie 37 gravity is $1.1N, and 
"On that basis $1.20 for the Turner Valley crude of 
43 gravity, which I understand is the current posted 
price, appears to put Turner Valley crude in dynamic 
equiiibrium with Cutbank crude at Regina". 
tk LG Snowe | De nw Om aS 
record there, Mr. Chairman, where 1.20 is referred to as 
the current orice that is what it was at that time, that we 
might read in $1.28 once the new price is put into effect. 
MR. COMMISSIONER LIPSETT: Did anyone deal, I do not remember, 
Mr. Harvie, specifically with the possible objection to that 
increase that it puts any refiner not utilizing the pipe line 
at an 8 cent disadvantage, competitive disadvantage as com- 
pared with its present position? 
MR. H:RVIE: I think that. is dealt with, Mr. 
Commissioner, in Mr. LeSueur's remarks, that the price is 
set on the basis of the competitive value at Regina, and if 
that competitive value is $1.28 or $1.20 in Regina then 
necessarily it has to come back to the field am every person 


~ 


take either the benefit or otherwise. 
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MR. COMMISSION=R LIPSET?: In other words, this Regina 
position must govern the situation irrespective of where 


the chips may fall in-refercnce to any other refiner not 


using the pine Line? 


PU Gad os 4pparently that is the fact. 

MR. FRAWLGY:; Not apparently but inexorable 

in Lee's . 

MR. HARVIE: LOSSAD LY « It will be remembered 


that Dr. Frey's evidence was interjected and on page 140132, 

Mee tebe 6 Sands 
"The posted price | of Cutbank crude is $1.10 and it is 
my .velrtet Srhetgeit is.the correct price." 

Then Dr. Brown continued: 

WOleeleo. yr. 14044 ) 
"Yesterday I had indicated that the competitive price 
for Turner Valley crude as shown in the Exhibit "269" 
based on Cut Bank crude at $1.10, was substantially 
eorrect and indicated for those figures used in Exhibit 
"269" a price of $1.295 for 48 gravity Turmr Valley 
crude at the well with the transportation charges as 
used in that compilation; this would correspond with 
$1.194 for 43 gravity crude, which is practically the same 
as the posted price of $1.20". 

And he continues: (P.14046) 
"which leads me to the conclusion that no effort should 
be made under the »oresent conditions to seek a wider 
market for Turner Valley crude by taking any reduction 
in the erude oil price". 
Men at - 2.14052 :- 

"Q,. THE CHAIRMAN: Now we have heard a very great - 


deal about extending the market for Turner Valley 
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a she OPV he. 1s Os 
sien: and Iwant to be quite clear, that it is your 
considered opinion, your considered judgment, that 
having regard to competitive prices cxisting in the 
nearest competitive point, namely Montana, that it 
is folly from the standpoint of the producers 
themselves to try to extend it? 

oe Under present conditions, yes, and I am including 
other factors than the one you have mentioned". 

Dr. Brown continues: {(P. 14062) 

"With freight rates as they are and with the competitive 

Situation as it is and with the quantity of crude which 

is being daily available in Alberta, it is my opinicn 

that the present market is about the economic market 
that should be supplied by the crude and that the field 

Mil develop, best when it is supplying its econemiGg 

mMerket as it now is". 

Later: (p. 14079) 

"Let me reiterate that what I say about the present 

situation ig, let.me reiterate the fact so that there 

will be no misunderstanding, that it is folly with the 
transportation facilities as they now are and with the 
freight rates as they now are to attempt to force'a wider 
market for Alberta crude by the expedient of cutting 

the price for Alberta crude". 

(Vol. 127 P. 14232) 

"Q. , THE CHAIRMAN: I would like to know if I understand 
you right. First I take it that you think there 
should be no reduction in the price paid for crude oil 
in Turner Valley? 


nh. het as correct, no reduction", 
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Dr. Frey deals with the subject 

at Vots 1264r% 13959 and states; 

"A thesis that I want to develop is that the price of 

crude oil in Turner Valley is not an isolated fact but 

1S relatedeto-"the’ price of crude oil in varteusvo he 

parts of the world. and that world crude oil prices tem 

toward equilibrium. ‘“e have what is sometimes spoken 

vf as dynamic equilibrium." 

On pages 15979 and 16980 he 
comments onthe posting of field prices by cor»orations as 
follows: 

"The posted field price, since it is a price established 
usually by corporations, must represent a consensus 
judgment of a competitive situation. It is not a price 
that is determined by the buyer and seller meting hour 
by hour or day by Gay to bargain over what that price 
should be." 
He deals with the the alberta - 
Montana competition as follows: (P.13986 and 13987) 
"With these general considerations I want to pave the 
way now to come right down to the question of the field 
price in #lberta. There are certain necessary. relation- 
Ships which I am going to speak of only in general terms 
in this isin tie - Alberta competition. There is competition 
between those two areas in Regina." 
Now, Mr. Miller was asked his 
company's views on the matter am stated: (Vol.99 P. 11,184) 
"Our views on that are that we follow the posted field 
prree “in Tir her Valley carefully and we consider it fair, 
having regard to all the economic situations that enter 


into the setting of any such price. 
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- You are talking now sbout the present price? 
- The present price. 


When you say you follow it, you mean you study it? 


b oS & 2 


- We study it. We have studied it continuously since 
we becane interested in the manufacturing in our own 
plants in ‘Jestern Canada. Of course, we studied it 
vefore that, but now we study it more carefully than 
we did before." 

Then in answer to a question from 

Mr. Frawley,(P. 11,186) he says: 

"A, as I say, Mr. Frawley, we consider the present posted 
field price fair and equitable having régard to those 
considerations and feel that if those factors are 
changed we will endeavor to see that the new price be 
posted to give effect to such changes." 

MR. COMMISSIONER LIPSETT: Before you pass from that, I can 

see the theoretical accuracy of this taking Regina and relating 

that back to $1.20 or $1.30 or whatever it may be at the field 
an@ that is so far as Kegina is concerned and so far as 
generally speaking here in Alberta, but does not the other 
effect of it - and I do not know what consideration you are 
giving to it - is not the effect cf it to make it 8 cents & 
barrel more easy for Montana crude oil and its prcduct=s to 

come into the really competitive parts of this Province. In 

other words, does it not make it 8 cents a barrel more difficult 

Pact. FOUL company and the Imperial and other Alberta refineries 

to get that southern area, that they are having so much 

difficulty to try and hcld at present? 

MR. HARVIE: Ithink, unfortunately, -it doeg, 
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but just what the solution is is not apparent to me. Apparently 
the general opinion of those best qualified to speak was that 
the basis for setting the pasted price in Turner Valley is 

the competitive price at Regina. 

THE CHAIRMAN: Why Regina instead of Swift Current 
or Winnipeg? 

MR. HARVIE: Regina is where the majority of 
the crude that is shipped to the furthest market for refining 
mo wer ined endvrt es because the Imperial Refinery ie at 
Regina, or in effect the B. a. at Moose Jaw, we could use either 
term I think, and that is what they mean by "at Regina" because 
that is where that crude, the largest quantity is refined, 

nay, tnerel ore, becomes competitive. 

MR. COMMISSIONER LIPSETT;: If one accepts this theory of 
competition as more or less accurate, does not this mean that 
inevitably more Montana crude must come into this southern 

fart of Alberta. In other words, that that southern fringe 
would he extended further north against the Calgary refineries? 
MR. HARVIG: I cannot see but what that is the 
case, Mr. Oommissioner. On the other hand, I think it is 

just a fact that has to,be dealt with as best you can. There 
has certainly in the evidence been no suggestion it should be 
dealt with in any other wary. 

MR. COMMISSIONSR LIPSETTs: I notice that and it seems to 

me a rather serious thing. It may be correct but it seems to 
me a most serious thing for everybody to recommerd that this 
Provinee should accent that. I do not know what the answer 

may be but if the theory af competition is correct it looks as 
if your output and the output of Turner Valley must suffer 

to some extent by this increased competition in the southern 


part of Alberta. 
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a) Gia Herve. he 0. 

MR. HARVIE: it is true. But looking at it 
from a producer's standpoint, if your thought is, as I take 
it, that maybe by reducing the price in Turner Valley so 

that competition in southern Alberta can be better met, that 
would mean a reduction on a great deal more crude than is 

uged to supply that market and the net result to the prodwer 
would be he would receive considerably less than he would if 
the price was kept low enough to compete against tiontana in 
the Southern alberta market. 

MR. COMMISSIONSR LIPSETT: tsee that, but 10 is? rather 
different from, on the one hand, accepting the present price 
under which we compete with some success but with great diffichlty 
as against the other alternative that by increasing it by 8 
cents or 10 cents and making your competitive position that 
much worse, for. the sake of the correct theoretical picture. 
MR.° HARVIE: There are two situations. One 

is to keep the proper equilibrium field price in connection 
with the competitive market price for crude; and the other is 
just to deal with the situation in connection with the 
refined products. Quite frankly, I do not ‘tnow that I can 
be of any further assistance on the point. 

MR. COMMISSIONER LIPSETT: We have no evidence at all as 

to what diminution in the output of Turner Valley would 
crésult in the southern mrt of Alberta from the 8 cent 
inereasé. There is no evidence of that at all. 

MR. HARVIE: I think not. 

MR. COMMISSIONER LIPSETT: Min. Hatvie, ag the Chairman has 
just pointed out, the position I was putting to you was really 
the position at the present moment. But prior to the reduction 


in the pipe line rate thete is no alteration in the position 
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B. ie Harvie, KK... 


prior to that date. You will have 8 cents less on the pipe 
line and you are giving that 8 cents to the producer. So 
there is apparently no alteration in the competitive position 
as it existed prior to the pipe line reduction. 

MR. HARVIE: Not as far as the cost of the 
crude at the refinery is concerned. 

MR. COMMISSI ONER LIPSETT: Perhaps that is the answer. 

TH CHAIRMAN: That is on the assumption that 
it were to be given to the producer. 

MR. HaARVIE: Yes; which so far is purely an 


assumption, as I understand. 


Cea LINE 
Wow, dealing with the pipe Jine, 
Me. beoueur at Vol. 129, P. 14,346 said: 
wh. Mrw Commissioner, 1 feel that the only sound way is 

to follow the present principles in vogue and that 
following Sound practice, possibly the next real step 
inihelpinge Turner! Valley is the pipe line to Regina; 
that would be practically the next step if it were 
decided upon and would not be running against your 
sound principles on a competitive basis; it would be 
more or Less in accord with sound principles because 
it would possibly reduce your costs from here to 
Regina and naturally spread your market out." 

ir. Gaby on the same subject: 

(V.137, P. 15,288) said in answer to a question by Mr. 


Commissioner lLipsett: 


"Q Yes, and there was another thing, Ido not know whether 


you can give us any general view about it, and that is 


in reference to this pipe line. ‘Ve got an expression 
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from Mr. LeSvcur as far as Regina was concerned and 

I was wondering if your eharananste has any views about it? 
Yes, we had prepared estimates prior to the time we 
received the reduction in freight rates and it was our 
Opinion that it was economical to construet a pipe 

line to Regina in competition with the rail rates then 
in existence. 

That was in comparison with the old freight rate, was 
bed 

And even the new freight rate, although there is 4 
close relation, it 18, it would be economic to mug 
the pine line with all of the information we have now 
available as to the reservoir capacity of Turner Valley 
to meet the market." 


Mr. Carphell outlined in some 


G@evail the pipe line and deals with the effect of his projected 


pape line on the present line to Calgary, as follows’: 


(rs 16 


"Q, 


Be Lod l7-15, 452) 


But the capacity of the existing main line transportationn 


of the Royalite Oil Company is not sufficient for 
your purposes? 

No, we would have to connect with the field. 

MR. HARVIE: Lt likely would not be routed 
through Calgary anyway, would it? 

{f would not think so. and the oils consumed in the 


Provinee are not taken into consideration at all." 
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Reto Nt NG 
Dealing with the purchases of 
erufe on the open market Mr. ‘loolley states: (V. 34 P. 4181) 

Mire OMY. HARV IE: And you as a refining company in 
Canada buy on what we might cA1l1 ‘’on the open market'? 

A. We buy on the open market. 

Q. and not necessarily from your own Company? 
A veo ian) 
4nd later on: (V.34 PB. 4190) 

MQ, MR. HARVIE: On that point, do I understand 
that if it was economical and money was to be mde out 
of gelling your own crude and buying another crude 
cheaper, that would be your policy? 

Boa eS SL ar. 

Qo In other words you would buy for refining purposes 
the cheapest crude? 

Ae nea DL yi. 

Q. Regardless of what crude you had of your own in the 
producing company? | 

A. Yes." 

Dr. Brown, dealing with refining, 
(Toe PP. ede O heal ds 

"So the actual cost of processing crude oil ina refinery 
to convert it into gasoline, distillates and other fin- 
ished products depends in a very large measure upon the 
amount of crude processed orca the refinery. In fact 

I believe that may be safely stated to be one of the most 
important variums. There are differences in efficiency 
and differences in other operating costs but that one 
factor makes more difference than practically all the rest 


put together.” 
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And continues: (V. 77 P. 8920) 

"tn the United States, with operations with which I am 

more familiar, we find operating costs of a plant of around 

5000 or 6000 barrels througnput varv over quite wide limits 

and based on the experience TF have under United States 

conditions, and making some allowance for increased costs 

in Canada Gue to increased costs of équipment and also it 

appears that with a refinery out here in Calgary far removed 

ffom other technical staffs} such as there might be in the 
bast, they Have to maintain ieanate tedinival staffs here 
to answer all of their problems, it seems that the operating 
costs here at Calgary may vary apparently about oh, 5 to 

10 cents per barrel than we might expect to find in the | 

United States under similar conditions". 

Then at V. 77, P. 8921 he says: 

"Take for example a plant built in the ‘Jnited States, 

a modern plant with 5,000 or 6,000 barrel capacity. 

It can be built down there for a certain cost. I have 

now had “charcse of any erection work in Canada, end .1 do 

not know the exact difference, but as near as I ean 

estimate, the cost of consvurrcting that same plant in 

Canada, a place such as Caigary, might be from 25% to 30%, 

or possibly more, due to tariffs and other conditions". 

Questioned by the Chairman 
Wate es ieee.) Or. Brown states: 

"Q, THY CHAIRMAN: If I understand you aright, any reduction 
in the price of gasoline at this time, by the refineries 
if you like, would be something which would not be 
carred. Tory 


Bk. I think that statement is correct." 
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And later: 

"O.. THE CHAIRMAN: In short, you. think that the 
Operation as conducted nee in respect of, at, least., 
the two companies. into whose affairs you have examined, 
shows a picture that is not an unreasonable one? 

A. Thetis. rien." 
Mr. Bronsdon, dealing with Refining, 
Siege ue eee an Dye aS), ) 

"The refineries at Coutts and "loose Jaw, supplied our entire 

requirements of Petroleum Products in Western Canada, 

including #lLberta, British Columbia, Saskatchewan and the 
western wart of Manitoba, during 1934, 1935 am the greater 

part of 1936. 

In June 1936, the Company was instrumental in assisting in 

Drinzing an. the first crude) well, of larse capacity in 

Turner Valley, which established the present crude area 

On the Meatern Tilenk of Turner Valley. «This crude was 

delivered for processing on its account to the Imperial 

Oil Company's Refinery at Calgary. 

In October, 1936, after considerable negotiations, a 

reciprocal Refinery sagreerent was ex2cuted with the Imperial 

Oil Company to provide fo the refining of crude available 

to The British american Oil Company from its Turner Valley 

contracts, at the Imperial 0Oj1 Company's Calgary Refinery, 
and an exchange agreement for the refining of the Imperial 

Oil Company's Cutbank crude in our Coutts Refinery, the 

finished products of which supplied the economic areas 

lying adjacent to these two shipping points. 

About October, 1937, due to the productiom of crude oil in 

Surticiont quantities! in: Turner Taliex, the Tupe@rial Oil 


Company discontinued supplying us with Montana crude for 
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processing to their account at Coutts. This reduction in 
erude runs at Coutts made it unprofitable to continue tho 
Coutts operations, which were therefore discontinued at 

the end of 1957 when our contract for crude terminated and 
at the same time processing of Turner Valley crude at the 
Iaperial Oil Company's refinery at Calgary was increased. 
Notwithstanding the accumilation of petroleum stocks of 
finished products at Calgary through our Processing 
Agreement in the early part of 1938, it was soon realized 
that with the crop prospects, increased supplies would be 
necesary. This, along with the curtailment of the amount 
processed by the Imperial Oil Company on our account, made 
it necessary for us to reopen both Coutts and Bell Refineries 
in August, 1968, to take care of our mrket requirements. 
Deiat boa we were notified by the Tiperialvoi 
Company that it would be necessary to curtail the amount 
processed on our account from 1,500 to 900 barrels per da. 
This continued throughout the balance of the year am until 
the opening of our plant on the lst of May, 1939. 

The curtailment of our Processing agreement to the minimum 
and the inability of the Imperial Oil Company to increase 
same withcut extensive additions to their plant, required 
that immediate action be taken to provide further refinery 
capacity to met our market demands. After very full 
consideration of all the factors and avenues left to the 
Company to obtain additional capacity, it was finally 
decided to build our own Refinery in Calgary, which was 


completed by May 1, 1939." 
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Ph merry onde: C. 


On the subject of Marketing, 
mr, Miller States; 


Ex. 442 
Page 1-aé. Climatic conditions with long winters and 


heavy Snow-fall torether with the lack of Main 
Highways, secondary and rural roads, and pocr 
conditions of these, resulted at one time in 
farm consumption of Petroleum Products being 
85% of the total as against 15% for urban motor 
car trade. 

Bie In the past ten years Highways and secondary 
roads have been improved and others constructed. 

Als The division of consumption of Petroleum Products 
is now 50% farm and 50% motor car, with the pros- 
pect of an even greater ‘consumption by motor car 
Ashaseineyvrarm, tne davision an his covnion 
reaching 75% motor car consumption as against 
25% farm trade. 

L-aA. There was only a seasonal demand for 
Petroleum Products. 

1-A. He points out when we began business in 
Alberta only one grade of Gasolene am Kerosene 
was necessary. 


1-A. 
& Bo Improvement in farm machanics and in engines 


has made several grades of gasoline and other 
products necessary. 

Mr. Miller then dealt with the old method of 
distribution comparing it with the new method just 
instituted by The British American Oil Company 


Limited, and pointed out at 
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E. L. Harvie, K.O. pee es 

Page 2. B. A. Oil will serap 254 former bulk plants 
on railway property and make a new distribution 
set-up based on 31 main bulk company-operated 
branches, and an increase of several hundred 
combination wholesale and Ree yc outlets, giving 
wide distribution throughout the entire Province. 

rade This new distribution will make it possible to 

Supply the requirements of the farmers at all 
seasons of the year and the farmer will be able to 
pick wp his products at the plant at any time 
without delay, making the Petroleum Prdjiucts 
reedily accessible to farmers ‘everywhere, 
particularly when weather conditions do not 
Permt of free delivery. 

Be On reLerring to map, Ex. 316, OD the Proverce 
of Alberta on which is shown the 1049 wholesale 
distributing plants scattered throughout the 
-rovince of Alberta, he gave it as his opinion, 
based on his experience, and as a result of 
information received from the questionnaire 
submitted to his agents, that these outlets were 
not half enough to give facilities and services to 
the farmer consumer that he should have to meet 
his present day requirements. his is clearly 
emphasizee by the study of =x. 444 - Chart 16 - 
being an analysis of the answers received from 


the questionnaire submitted to agents. 
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Graph 1 
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Mir. Miller submitted and filed graphs 
and statements showing thet prices have been 
reduced in Alberta to a greater extent then in 


any other areas in Canada over the past ten years, 


Mr. Miller compared the Retail Prices 
in Montana over the years, 1956, 1937 and 1936 
with those in Alberta and showed that in 1938 
Alberta prices averaged lower than Montana by 


1.00? eem~CaLlon. 


MARKATING COSTS 


MiG init. 


Mr. Miller made the point that Merketing 
Costs are higher in the West than in other areas 
of Canada due to locel conditions beyond the control 
of the o11 conpanies: 
Firstly; in the West the population is scattered 
as against highly concentrate® population in the 
ast. In Ontario the population per square mile 
is 9.5 against a population of 2,94 in Alberta, 
Or in other words, three to one. 
(b} The percentage of farm business in the West 
is much greater then in Cnteario. 
(c) The populetion in the West is largely raral— 
and the populetion in the Hast urban. In 
Onterio the urban population is 61.07% as 
against 37% in Alberta. 
(d) Taxable products consumed in the west over 


the area of distribttion approximates 
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265 gallons to the square mile as against 
12,994 gallons to the square mile in the 
aZast. 
I think that is a most interesting 
comparison and I will just read that again if I may. 
el te (d) Taxable products consumed in the West over 
the area of distribution approximates 263 
gallons to the square mile as against 12,994 
gallons to the square mile in the Hast. 
Vahl Os (oe) A further exemple is that Oar and Truck 
registration in Alberta in 1938 totalled 
99,158 against 264,187 in Ontario. 
ae (f) Climatic conditions in the West whes compared 
with the Hast are more severe. 
9, (g) Also roads in the West are mt nearly so 
well developed as roads in the Last, and 
are more liable to be closed in winter 
e. 2 e& LO Mr. Miller made the further point 
in comparing the trend of business in the West with 


the Hast. 


EX. 444 Business in the Rast is fairly 
Graphs 


7 to 10(t) uniform over the year as against high peak periods 
in the West - that is 44% to 51% of the business 
is done within a four-month period in the West. 

Page LO We require greater facilities in 
the West for handling smalier gallonage. 


Wow. gO 
10573 He further pointed out that with 


the various fluctuations in demands in the West 
and the uniform nature of the territory you cannot 


isolate Alberta and discuss Alberta conditions alone, 
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but must take the three Prairie Provinces as an 


economic unit, 


Vol .93 Mr. Miller made the further point 
P.10574 
10576 that there were no price increases to carry losses 


in specific areas like Southern Alberta and 
Southern Saskatchewan, but such losses are taken 
care Of in the whole picture covering Canedian 


wide operstions. 


VO. wo.5 

P.LO601 He developed the question of 
discontinuing the loaning of drums and developed 
this on several occasions, pointing out that if 
loaning of drums were discontinued we would save 
224¢ per gallon. 

P.10602 His proposal would be to sell the 
drums at a reasonable figure until we were rid of 
them, then let the customer supply his own containers. 

THE CHATRMAN: Wheat about the drums which are mw 


out, what would you do about them? 

MR. HARVIE: His proposal would be to sell the 
drums at reasonable figures until they get rid of what they 
have and then let the customer supply his own containers. 

THE CHAIRMAN : Thea; 1s tO say, a Tarmer whe fad 

a drum for a caiple of years, you would go to him and sell him 


that drum? 


MR. HARVIG: YeSe 
TH! CHATRMAN: 5 Be Bhi lea ara 
MR. HARVIE: Those drums are eontinually being 


turmed in and refilled and so on, it is not as if the farmer 
took one drum end kept that indefinitely but as it comes in 


they are collected by the dealer and I think thet would not 
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be en impossibility or even a little difficult situation ‘to 
carry out. 

MAJOR LIPSETT: I suppose the idea would be to sell 
them at something like a depreciated value? 

MR. HARVIS: Oh, yes. I imagine so far as the 
Company is concerned at quite a nominel value in order to clean 
up the situation, that that wowld be quite agreeable. 

THE CHATRMAN : You meen by that what? All these 
things are ap in the air but it is important to the farmer, 
supposing we accept trat view ---- 

MR. HARVIE: Yes. 

THE CHAT RVMAN: 4ll right, what should the farmer 
get those drums for, you see some are worse than others? 

MR. HARVIS: I would sey that subject to excess 
depreciation or damage, that the average life of the drum 
amounts to from 10 to 15 years and that it would be depreciated 
on that basis, over that basis, and that value would be the 
fair one; in other words if a drum has bsen in use 10 years 
mod iteiuseful life is 15, then one-third of its*new value 


would be a fair price today. 


THE CHAIRMAN: And you have no figure to suggest? 
MR. HARVI2: Unfortunately, I have wt, Mr. 
Chairman. We are at the moment having an assessment appeal 


on with the Provinee, just on these verious matters and while 

T have some figures I am afraid they are mt in evidence. I 
would be glad to submit them if they would be of any assistance, 
MR. FRAWLiY: Of course, Speaking for myself 


and if you think they would be of assistaice.and the Commissinn 


” 


agrees, the Commission might receive thom. 
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MR. HARVIE: Generally speaking the evidence, 

i belisve, is this, that the @stimate of the useful life of a 
drum is 15 years and thet they should be depreciated at least 
on that basis and they are asking to be assessed o1 that basis. 
THE CHAIRMAN: You say the useful life of a drum 
might be 15 years yec the original cost of the drum may have 
gone down greatly in the past 10 years, 

MR. HARVIE: I think there would be no objection 
taken to today’s cost, giving effect to depreciation on the 
basis of today's cost. 

TH= CHAT RMAN ; You have depreciated them in your 
accounts at less than 15 years possitly, have you not,. proteably 
wrote them off over a 10 year period? 

MR. HARVIE: Mr. Cottle, do you remember the rate 
that they are treated at in the accounts? 

MR. COTTLE: No, the Income Tax depreciation is 
72%, that would be 13 years. 

MR. HARVIE: Yes, 13 years. 

MR. . COTTLE $ But thet has not necessarily any 
relation to the actual useful life of the drum? 


MR. HARVIE: Ch, nO» 


P. LO589 Information was given setting out 
the Gasoline Tax History for each province, 
specifying the amount of tax at different periods 
and the dates on which the tax wes increased, also 


the amount of refund allowed. 


BXe 443 Mr, Miller pointed out that the 
Page ll. 
So mt. tS . slimination of the British American Ail Company's 


entire merketing investment in retail facilities 
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Vol. 99 
P.11,154-5 


would not afford any appreciable saving im B. A. 
cost of operations, or afford ae reduction in tank 
wagon prices. 

He pointod out the saving to ve 
effected by eliminating the revail facilities 
on the basis of the gallonage nandled would only 
amount to a saving of 2/10¢ per ge Lioms 

Mr. Miller pointed out if there 
Were, NO proper fecilities for distri bution ene. sine 
farmer suffered loss through degradation of wheat 
dizwe,.to weather, etc. the loss could amount to 
2.69¢ per gallon to the farmer. 

Mr. Miller produced and filed 
"wheat Yield" figures, values, etc., covering the 
preceding eleven years. 

These statistics and statements 
covered Western Canada and the Argentine. He 
emphasized the effect to the latter of improper 


hendisne Packic ties .or grain. 


Volume 5 of Mr. Miller's Brief 

Mr. Miller pointed out that he 
does not believe our marketing Costs, together 
with our operations, should be judged on the basis 
of any one year, particularly 1958. Costs should 
he judged on a ten-year basis, and insofar as the 
West is concerned, it should not be the cost of 
any particularProvince but the cost of operations 


in the three Provinces combined. 


Ryidence was given as to the 


amount out on credit year by year from 1929 onwerd, 
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coverihe the period companies found it necessary 
to finance the farmer due to the banks withdrawing 
their support and the amount of money which the oil 
companies were forced to carry in farm credit right 
down to the period where advances were guaranteed 


+ 


by the Government. 


Bx .468 

Page 2 There was a discussion on the wide 
variation in marketing costs in the Province of 
Saskatchewan, also a comparison of Manitoba with 
Alberts, it being pointed out that distribution of 
costs in Alberte has benefits by the volume in 
the other provinces. 

MX. 469 Mr. Miller presented graphs showing 

of 

(Graphs ) the relation of sales’ to costs per gallon over a 

Dx e444-19-11 . 

Ex. 469 ten-year period in Alberta, Saskatchewan and 
Manitoba, and the three Western Provinces combined. 

Wot. 9b He remarked that you cannot cut 

P.11,104-5 
our costs over night, We have to build an 
organization and the organization cennot be broken 
up just because one part of the territory happens 
to go bad in any one year. 

BX. 468 

Page 3 | He emphasized the point that 


normal reductions in prices to the consumer by 
the industry would have the effect of increasing 
the volume, but that in fact all sevings that 
had been effected by the industry over the last 
few years had been in a large part, if not 
entirely, more then offset by the imposition of 


increased gasoline taxes. 
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Pe 10>, 965 He also illustrated the one 
hazard thet the industry was faced with every year, 
occasioned through crop failures in various dist- 
ricts. He stated that in order to meet the high 
peak demands in the Spring and Fell it was necessary 
for the industry to carry large stocks of supplies 
at all distributing points throughout the West, 
ard to a large measure these had to be moved before 
crop conditions cvuuld be definitely known, In the 
event of failure in eny district it meant they 
were left with large supplies on hand for which 
there would be no market until the following year, 
invsome ccases,.in order to keep the stock fresn, 
it meant returning the stocks to the refinery for 
re-running, and the additional costs incurred in 
this respect.can be easily reslized. He gave the 
figures that in 1958 the Company carried invent- 
ories of $11,000,000. of which six to seven 
million was in the west. 

Vol... 97 In enswer-to lr. Frawley*s cwery 

P.10, 963 

Vol. 99 as to why costs should be considered on a ten 

ete say 1 OU 

Bx. 472 & year basis instead of a one year basis, Mr. Miller 

os emphasized thet we should consider the crop 

situation, the price received fcr jhe crop, 
weather conditions, and the agriculturel situation 
generally. 

VO. 99 

Pay b.cO4—5 In connection with --- 

THE CHAIRMAN : Would you like a recess? : 

MR. HARVIE: Thank you, please, sir. 


(An adjournment of five minutes was here taken.) 
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Ty Ma. sHervis's iG, °C. 
MR. HARVIE: I will then continue: 
VoL. 99 
Pe1l1l,204-5 Mr, Miller in dealing with the 
practice of leasing stations said: 

In connection with the practice of 
leasing ‘company owned’ or tleasecd'! Service Stations 
to Operetors, he submitted figures that showed that 
the Company had done better than collect the amount 
vf Sexes lend rentals paid, but that efter payne 
other costs. such as repairs, painting and upkeep, 
the costs of doing business through such Service 
stations amunted to 1.69 cents per gallon, which 
was less tha the cost per galion of the gallonage 
solid through other outlets such as their *r@&nches 
amd agencies. 

DISTRIBUTION 

=X. 444 

Page 16 Mr. Miller filed information com- 
piled upon the returns of Agent's Questionnaires, 
showing gallonages handled, average deliveries, 
BUC. 

DXe 443 He introduced analyses of 21 agency 

Page 17. 

Ssu'mt. 17 points. giving the comparison of operation on 

Graph 17 
present basis as against operation under an ¢6x- 
clusive franchise to one compeny, and established 
that operating on an exclusive franchise basis 
would not be any cheaper than on the present basis. 

rol, OS. 

P.10 ,562-3 Dealing with Drums, He says: 
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"Aoain, In Western Canada a large 


‘arum investment is necessery in order to give 
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"service to the farmers, particularly dyrineg 
"the peak hervesting season, 
, Roo eld industry 
and I think he means there the major companies, 
‘have over the past ten years been the only 
"“compmies that supply containers in order that 
“the farmers can secure their products, not only 
Trom the Company that supplies them with the 
"container, but from the Turner Vel ley or any 
*other company or price-cutting operator where 
"they feel fit to buy. In other words, these 
"drums entail a lerge investment, and they are 
“Eoin yarloed. Tom. our iproduc7s. " 
VOL gS Mr. Miller said that Drum write- 
Palos oo L 
es offs are pretty tough, in meny cases because of the 
abuse these containers get and the mere fact they are 
supplied free by the oil industry, notwithstanding the 
fact they cost us «)9.00 apiece. Otherwise, I suppose 
if they were charged for they would not get the same 
abuse. 
And on being questioned by the 
Chairman, he said: 
"9 What is your view about that, as to that practice 
"i Con Tinmudias 7 


“est Well I think ---- 


"9 We have had other views about it and we will welcome 

. yours. 

ta Well at one time these drums were, probably it is a 

‘ mistaken idea to say that they were not loaned before, 


. they were loaned except we received 48,00 for the 


NAb aba hammnnmmanat aa ha 44 Ul 


mys Le eee 
ae me RE AE ih, 


. oN aks i 
‘ f ane _ + tel A 7 he. D va Fay Gee tia wnt 
| Ue ee ee SD 
whe eueeh ae 


we 


Y . 7th Ae 
Soe 


a 


| 


near 


SOLIO8 


ideas nmi: ents bailey 


Ae, ew ber 


‘ A ; ‘ yg 7 aD 


m0 Ue a a ou 
wy ya Golriat Pas it 7 


ae) 4h ie MOO g 


epee 
i a ies See) lo ek ee 
iS ie ie Pst eal ? Perel 


Le 
- i . 
‘. & ize 4 it si ig LaF “ty erie all 


ra eee BR I Stade sate. 


» 
ap 


ee .s od: be any pobge: :> : ) 


1 
. 


yA) ae aaa, Naa 


) a TH ) wb, 


C-2 
ah 


hh 


9 


*? 


$f 


tf 


cP 
i 


e 


? 


rt 


et 


~ 16,366 - 


Ri iy Hervie, Ks CO. 


drums and if the drum did not come back in good 
shape, We did not.refund or we only refunded tha 
portion less the cost of “repairing the drum and 

we had the use of the 8.00 while they hed the use 
of the drum. then it came to leaning drums and as 
far as I can see it is something that never should 
have b2en. I think that our products should be 
sold-£.0.b, Ovr warehouse in the same manner as in 
the United Stetes. The United States went through 


5 


a drum situation similar to what we have done in 
Canada and they got awey from it and in many areas 
of the United States today you cannot even buy a 
ayo. ahey do not sell them and they do not loan 
them and 1 think that the consumer ---- 

THE CHAIRMAN: That is to say they have to get 
their drums from somebody who is in the business of 
making drums? 

MR. MILLER: Than is ight, sir. The, consumer 

I think should furnish his own container for the 


product the same as the dealer has to furnish his 


own equipment for the product he buys," 
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Then question by the 
Chairman, (Volumc 93, P. 10597-8), 


NC. ‘CHALRMAN: And it would not have 
the same effect on the cost of carrying on 
business? 

"A Everything adds to these costs, sir. As I said 
this morning I think we bave 50,000 drums in the 
Provinee here and our drum investment for the farm 
business in .estern Canada has run as high as a 
Mie On ene a nalt idoliars, ranging from LS to 
40 percent of our total investment on the Prairie 
Provinces and when you come to think of the fect 
that those contsiners leave our place and they go 
out and are usec as water carriers, the ends taken 
out and usod as hog feeding barrols..... 
tit. FRSWOERY: "and used as stoves". 

A And made into stoves and things like that, why 
it adds to our cost of doing business. 

mq All at tho sxpense of the people who buy gasoline? 

A Then the most disturbing thing of all is, or at 
least it is to me, we pay 29.00 apiece for thon 
and we sell a barrel of merchandise that nets us 
on the invoice about 35.95 and the drum goes out 
and we never know whether we will see it any 
more and I cennot see, make that thing add up, 
to make it look economy so fer as I am cont erned; 
the other disturbing factor is that the major 
industry, amd I think I ain right when I say this, 
the major industry in Wostern Canada have Providod 
the barrels for ths consumer and it has been unneces- 


sary therefore for all the other classes of operators 
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"who come today and go tomorrow or stay in business 
for a short while, they are able to reduco their 
prices because of the fact that thoy do not make 
this kind of investment. They use our packages. 
the Imperial Oil Company's or the North Star 
or our company's or anybody else's. They buy 
very fow drums and the evidence of that is that 
there are only two people manufacturing drums 
to any extent in Canada, th3 .estorn Stecl and 
the National Metals, Limited, and if you take 
the tctal husiness and check the total number of 
drums purchased outside of the major industry, 
during the last ten years I think you will find 
that statement is correct. 

Le, CHALRMAN: I am sorry to interrupt 
you, Ji... Miller, but just to pursue that for a 
minute, supposing that a sehen could be put into 
effoet by proper means, whatever the means might 
be, Whether by agresmont amongst the parties who 
loan drums or hy governricnt sdict or otherwise, 
that tho praetico would te put an end to, what 
would the saving bo to your eompamy let us say 


in dollars and conts per annum, roughly?" 


ater during his evidénce 
he gave that figure as .24 cents per gallon. (V. 94, P.10636). 
Mr. Miller made the point that under the old system ef 
operation of B.§.Oil Company we would save .7285 cents per 
gallon and under the new B.A. form of operation .d0¢ per 


-” 


gallon if fres delivery were out out. This would be 


" 


7 
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coupled with the saving of .24¢ per gallon of drums were 


eliminated. 


(V.98,P.-11041 . Exhibit "445" Statement 17, Pegg. 
Weo4,. 280656, Bxhibit "452".) 


Mx. Miller comparas Alberta 


Wices with Montana and says:- (V. 96, P.1U836). 


Ly 


I want to impress that upon you, Mr.Frawley, 

and the Comnission because I have juc ged that 

the main point as far as you are concerned, is 

that tho prices in Alberta are too high, and 

when you consider our cost of operation in the 
Provines of Alberta compared with the Stats of 
Montana, and then find that we are selling gasoline, 
of oquivelent measure, at #¢ a gallon less than 
their lowest price, I cannot soe that our prices 


are too high." 


And (V.121, P. 13,584-5) 


TA Our basic priee in tho Provinee of Alberta is 
lower than that prevailing in the State of Montana, 
as at July 20,1939; which is as follows: Calgary 
Net Tahk ‘agon 14.756¢ which is 15.50¢ less sales 
tax, as against the prico at the four basic points 
in the State of Montana of 15.00¢ for an equivalent 
gallon, which prices are figured as follows 

CALGARY MONTANA 
Net T.. 15.500 Basic Price in ‘iine Gal. 18.50 
Less Sales Tax .744 Less Taxos 6.00 
di wie ae 1 AER 8 
gad 175 2.50 
Basie price in terms of 
Basic Price 14.756 Tmperial Gallon 15.00 P 


thet is roughly a quarver of a cent difference there. 
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| Mr. liiller was asked to 
file on bohalf of the Company a considercd view as to the 
policy of selling to farmers at an f.o.b. warehouse prica, 

and states (V. 99, P.11143). 

“A. Qur view is that it would be more satisfactory 
to have one price f.oeb. warehouse for farm 
deliveries, providing the authority or government 
agency Would 6nforcs covpulsory 6limination of 

| free delivory;, in the event of this not being 

| possible, two prices, ene for delivory and the 

othor f,o.b,our warehouse may be advisable and 

it is our intention to establish same in the 
future notwithstending the probability of 


inereased costs on individual deliveries." 


rt Mr. Miller then deals 
with the 1¢g discount to 100; daelers and says:- (V.1LOO, 

Pell. B00). 

"A. Speaking personally for our company I would 
have no objection to the authorised buyer's 
agreoment boing discontinued anda the dealer 
being sold at tank wagon market and we will 


sell our merchandise on its merits, we will 


take our chances with anybody else as to being 
able to create that consumer domand for our 
products to take care of the salcs we wish 


to make. 


oa, Than on Markcting, 


Mr. Gaby, on questioning by the Chairman, (V.157,P.15294) ” 


says: 
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ne CHAIRIUN: Well kr. Gaby, how 
do prices for petroleum products in the Provinces 
of Alborta compare with the price obtaining in 
comparable places in other parts or this Continent? 

"A MR. GABY: I would think that the 
most comparable place would be Montana and the 
tank wagon prices for the standard grades in 
Alborta from the information that I have are 
Lewer than they aro in Montana. I think Mr. 
Miller gave a fairly close exposition of the 
conditions existing in Montana and Alberta. 
And the prices notwithstending the low density 
of population and the low density of the 
gallonago per station and per branch ip Alberta, 
I would say that the prices in Alberta dus no 
doubt to geographical conditions are lower than 
those in practically any of the provinecss having 


regard to those conditions, in Canada." 


Dr. Frey deals with 
the question of marketing and states: ( 129, p.14407). 
"The next subject is the passing of savings to 
eonsumerse Lcwer costs rosulting from economies 
in operation are passed on to tho consumer in 
the form of lower prices, better products and 
better servico." 

Later (V.L3E, P.14540):- 
™Mhe rent paid by th service station fails to 
remuneratse the supplier company, in the casc of 
the Imperial, ap proximately 1.6 cents a gallon". 


He deals with the 


Situation and summari,os on p.14544:- 
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Mm. Ls Hervise, K.C: 


"It seems to mo that part of tho problem is 


taking out of one pocket and putting into another." 


He continues (P.14544), 
"There arc probably more filling stations than 
necessary. There probably has been duplication. 
This duplication in terms of the total ecst to the 
Province is, according to the testimony given, a 
relatively small percentago of the total. Loss 
than lio." 
Then when questioned 
by the Chairman (V.131, P.14575-6):- 
ne THs CHAIRMAN: I understand that, 
Doctor, but leaving aside political considorations, 
because, believe it or not, for once you s6e a 
Commission that does not care a tuppoemes about 
political rspersussions, but from the economic 
side only, if I am following you aright, you 
think that the good of cutting down service 
stations by any means may in the end be outweighed 
by the disadvantages of sliminating competition? 
ie) There is that possibility and it is a very strong 
possibility. I should rather say that it would 
be a safer action to use every possible discretion 
in preventing any inerease in the number, with 
the increase in gallonago taking up somo of the 
Slack and with the oil companies ultimately 
recognizing that they are "dog" stations, it 
does not pay to seek to maintain thom." 
And then ho continucs: (V.131, P.14581;. 
"Now the item of cost. In the item of cost, thevery 


fact that you are giving distribution throughout 
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the entire province on one-sixth of the difference 
betvecn the economic and actual rents in Calgary 
indicates that there is a relatively high 
efficiency in that type of distribution and I cannot 
help but believe that the duplication, as far as 

the public paying for it is soncerncd, is more 
apparent than roal." 


Then Dr. Frey deals 


with "Split Aecounts" and summarizes:- (V.121,P.14587 to 14591). 


WT 


But Yvundamentally, I think that it comes down to 
another thing and that is the best merchandising 
methods can be dovcloped whore there are cxelusive 
doaling accounts and I should say it is entirely 
a matter of company policy and it 14 snother one 
of those elements in competition as to whether 4 
company would t«ke a very large split account and 
give the same price as to a 100” account. aR «89 
not sec that economically it is wrong because it 
clearly indicates that we are dealing with 
competition.” 


Dealing with "The Profits 


of a Company" he states:- (V.132, P.14789). 


"Now I also recognize that there is a danger in 


that situation of generalizing too far about things 
on tho oxpericnes of one Company in particular 
detail and quite a number of other Companies in 


lesser detail". 


questioned by the Chairman 


at Page 14790 he said:- y 


We 


CHAIRMAN: That is to say you say it 
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WA 


“would be a wrong view to take the standard of 
excellenee of the biggest Company and say all 
others should approximate to that or go out of 
business. 

I think it would be very dangerous. It might 
destroy competition and I do not think it is 
dosirable to destroy competition because the 


ultimate result that We want is free competition." 


Then at V. 153, P.14896 


questioned by Mr.Fravley: 


Dr. 


Wis 


1h 


Brown 


ng 


MR. FRA’: LEY: ‘what is your view, Dr. 
Frey, as to whsther or not the farmers of Alberta 
or any other kind of ecnnsumer purchasing in dmms 
Should be given the drums free? 

It seems to me it would be asking a great deal 

to ask the Oil Company to give drums to the 
farmers free, and yet really that is essentially 


what they have done." 


COMPETITI Ol 


Dealing with competition 
said, on a question by the Chairman. (V.127 P.14242) 
CHALRMAL: | Doctor, you say, as I 
understand you, and I «ant to understand you very 
clearly, you say "all that I save said is predicated 
upon eg supposition which I believe to be a fact 
that the competition is real?" 


That is right. 
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Dr. Frey states, (Velde, 
Pe 14665). 

8 I think thet is sgsin one of those things what 
is so subtle that we are commonly not given to 
accepting the subtleties of competition. ‘Ve 
think that all competition must be immediately 
price competition; prices ultimately reflect 
the total of competition of the competitive 


effect and not just the price effect." 


And in answer to the 
Chairman (P.14766):- 
"A. I would go so far as to state that the competitive 
system in Alberta is so intense that there is 
no possibility ef a consumer paying mure than any 
other consumers in North America, in considoring 
the geography under which they live. There is 
no evidence that I know of that extortionate 
profits are being made and the consumer is not 
in the hands of any one company, and no one company 
is making so much money that we have any fear 
for the consumer in Alberta. I think the consumers 
are gotting a product of a higher grade than thoy 
used to and the profit to the companies operating 
that indicates that there is no extortion being 
practiced by those who are engaged in the 
Industry." 


Mr. Gaby deals with con- 


Petition, (¥.136, P.15255 to. P. 15259). 
At P.15264 he Stetes:- 


+ 
. 
| . 
3 | “ zs 
a“ - 
<i . . 
: . . | 
| | | A ae 
a =% a << L : | 
v—a4 - ; | | 
tt | | | 
eo | 
AES “$ ’ = | ‘a | 
Tei, P 3 
; E peat ‘ : 
; : ; oe) 
; ee = : 
. ; | 2 
ves ber : a e 
= soe rian sf : 
“ z | 
3 - “ 
| ‘ ‘ ~ aoe . 
| E :- i . aon y 
5 ont dl 
. “ ae | 
ie | | - | 
| | : . % : atk 
: vase. | 3 
| : i — 
‘ pie i | : | 
| £ — : i: 
: : | : | | 
5 a : : 
| ; : ) 
a - ‘ an ts E : 
Mee ane : 
. : 
i“ a : , | 
‘ ‘ j ~ 3 ft = 
| = 
eat?  é 
: a2 “ 
ee : } 
7 ; ae, 
5 pas : : tbe | : 
5 : : | 
= N+ tn = : 
“ neers as ; = Ny | 
| | ; - sexy 
x eure = 
: : ee Be dae - 
| | : ’ - a 
| ms a ‘ é ao a 
= _ ~ tenet ae re “,. y. ‘ 
- ; : | | 
teed eo 7 ‘3 : ae . a | 
7 | 3 : | ze aie “= * ead ; 
i ; > toed ms 
4 Bi Se a ay ‘ 
| < “oS ot - z q t 
. 2 ey : eS . * : 
Sree 
Se | | 
a 2 : 
5 a 


T-2 
10 -16,376- 


Bet ly oarvieg. kc. 


"Natural sconomie forces are adequate to keep 
business on a sound basis vhen honest competition 
is evident and Government regulation is only 
justified when economic forces fail through 
unsound othics." 

Then later (P.15272) 
me MR. PFRAVLBY: Now I have something 
more interosting to discuss, or perhaps it is 
more interesting with you. You say that thore 
is lots of competition in @ gasoline in Alberta? 


ie I would say yes, there os lots of competitioh." 


And later (P.15274);- 
Wa I would say, competition was working. 
"O In the third structure? 


A In the third structure." 


At Page 15,275, Mr. 

Fraviley: 

Ne It would not be fatr to ask you to go into much detail. 
Mr. Halverson may have to come and tell us about it 
but I had planned to get yorr opinion, because you 
agree With the rest of the majors that there has been 
a greatdea) of competition in "C". 

THi CHAIRMAN: po you mind reading that 

last statement asain? 

"Re HARVIB: "It would not be fair 

to ask you to go into much detail. Mr. Halverson may have 

to come and tell us about it but I had planned 40 get your 

opinion, because you agree with the rest of the majors he? 
there has been a great deal of competition in "Q". That 


is a statement by lr. Frawloy. 
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MR. FRALEY: But I began to point out 


to him, direct his attention to and ask his opinion about 
the state of affairs where "QQ" was the same for two and @ 
half years and third was moving. That was just the intro- 
duction and then I preseeded to guestion Mr.Gaby. 
MR. HARVIE: I make that statement 
and then there was e lot of interruption and I am coming 
now towhat I think was the reply. Dealing with price 
reductions from the 29th October, 1930 to the 2nd of 
Fepruary, 1936, Mr. Gaby stotes: (P.15279). 
"Mr. Frawley, from tne information that you submitted, 
certainly competitive factors must have been at vork 
or there would have been no change during that fe riod 
of Wher tor ice," 
Mr. Lesusur, dealing with 
Competition, (V. 136, P. 15,199) states: 
"The second factor which I would like to point out 
is that Imperial Oil's share of the available business 
in taxable products within the Province of Alberta, 
exclusive of jobbing business, dropped from 35.71% 
in 1934 to 31.93% in 198. This loss, I can assure 
you, has been sustained in spite of all the efforts 
which Imperial Oil has been able to put forth and 
is a very dofinite proof of the existence of compst- 
ition." 
Mr. Halverson, (V.137, 
P.15,397) states: 
"First of all there is e great deal of confusion in 
the last two or three years that there has been no 
competition in "a" brand, so we have prepared a 


statement for the Commission which we have given to 
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"Mr. Frawley which indicates that since February 3rd, 
1936, the price of third structure (3 Star) gasoline 
and Bthyl has been reduced in price 7 cents per 
gallon; whereas the cost of raw saterial, during 
the similar period has only been reduced 3.7¢ per 
gallon." | 

And Mr. Gaby, (V.137. 
Polo ooo: 

"T think competition is very restricted in Nuva 
Seotia at the present time as a matter of fact. 
There are run-arounds on the various Laws which 
have beon passed. You know what prohibition does, 
it is humon nature to provide ways and means to 
overcome that prohibition and no doubt that has 
been done, is being accomplished toa very large 
extent in Nova Scotia but there is still a froezing 
of franchiseswhich has to a large measmre cud down 
the services which the public is receiving in that 


particular Province." 
TAXA TION 


MR. HARVIE: Then I deal with taxation. 
Mr. Gaby at Volume 136, 
P,15264 and 5. says = 
"Lower prices can only increase purchasing power for 
the consumer witluin the limit of the budget of the 
average man and, conversely, higher prices reduce 
volume to his limit in the ratio of availability 
to his noeds, but with higher prices brought about 


by inereased taxation and regulations, employment in 
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"Industry is lessenod with the resultant lower ing 
of the purchasing power of the comzunity. 

" ixeassive Governnent 
taxation is an impediment to provress snd a lower 
Sstandardof living is brought about by such increase 
of taxation, which, along with regulations is playing 
an importent part in increasing the cost to Industry. 
Inereased direct and indirect taxation, is in many 
cases equal to the economics effected by the increased 
volume, anc tochnology experienced and utilized by 
the Industry. The ovident indications are that a 
point is being reached in may localities where futuro 
oconomies cannot keop up with increased taxation. 
Notwithstanding the efforts of the Industry to 
economize in the utilization of science and improved 
methods on its operation. 

" The industry cannot 
perform miracles and it has reached the point, in 
order to maintain good service and its volume position, 
where increased costs, through uncontrollable sources, 
must be discontinued or revenues increased. 

" The ever increasing 
volume that the Industry has exporienced in the past 
due to the rapid development of the Automotive Industry, 
gannot be expected for the future. The density of 
population and car ownership, per unit of pory:ation, 
is becoming stabilized by saturation. The improved 
performanev of the motor car has also reduced the 
volume in proportion to tho mileagce 


" | This has boen very 


effectively illustrated by the Graphs which have beon 
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"submitted showing the reduction in prie¢s of gasoline 


and the increase in fuel tax imposed by Governments." 


Mr. LoSueur (V. 136, 


P.15,182)3 


"CHAIRMAN: Q. How do you feel, Mr. 


LeSueur on the subject of taxation? 

Vell the oil industry of courso has been very 
heavily taxed both directly and also aS a means 

of cbhtaining revenue from the public. It offers 
in thnt way perhaps a very cheap mode of collecting 
taxes and the Government in their needs and 
pressure have takon advantage of that and I feel 
that texation of the industry is extremely 

heavy. The putting of a sales tax on the gasoline 
which is sold necessarily, when it gets to a 
certain stage, restricts consumption and that is 
one feature which I think the oil companies would 
think it has gone as far as it possibly can go. 
Of course under the direct taxes We do pay very 
heavy taxas. I think the Imperial in 1958 paid 

to theo Ganadian Government over :4,000,000.00 

in taxes and their total earnings in Canada were 
about 3% millions; of ovuurse that is by reason 
of dividonds received from South American 
subsidiaries to a cortain extent but the results 


still stand, that that is what was really paid." 


And later (P.15,184): 
"T believe the average tax all through tho Statés 


is about 4 eents per wine gallon, whereas here 
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"4t runs from 7 to 10 cants for the Imperial 
gallon and the difference is quit:« marked, 
but as to the theory of taxation and how it 
should be spread I would hesitate to make 


any pronouncement." 


Then Mr. Meltabarger 
Said at VW. 90, P.10, 743) 
"It is to be noted from this that the Provines 
derived from oil royalties and leaso rentals, 
gasoline and fuel tax and automobile licenses 
a total of »4,460,911.99, or a little more 


than one-half of its total tax revenue. 


CAPITAL 


Dr. Brown gives his 
views on the amount of capital on which a rate of return 
should be ellowed (V.127, commencing P.e14,249 to 14,253). 
I have not mado any express quotations. 

Mr. Gaby deals with 
the basis of determining capital omplcyed on which a 
return should be allowed. (V.136, P.15,250 to 15,254). 
as Tollows;s- 
pel5,251 "The thoory of depreciation is founded on the 

te liof that justice to the public and to the 
unde taking ean be obtsined only when the fair 
value upon which rates can be based is ruled 

to bo, as nearly as may be capable of deter- 
mination, the proper investment of sharehcld ers’ 


in th. enterprise (neglecting for tho present 


7 fees 
we ¢ 
oe ; 
< 
e 

as % 

= . 

a: 


ae: 


o 


) 


Ke 


[2 | 
16 ela 460 


BR. Le Harvie, KG. 


"any question of the uncarned increment), provided 
there is always maintained that value by adcquats 
reserves to make good the loss in the value of 


the investment arising from tho years of service. 


pel5,254 If the property consists of plant and money 
properly invested, the value of the proferty is 
that sum which can be proved to be capable of 


Uses Torvthe. benefit. of. the. public. 


pel5,453 Investment in property, not plant, is ruled by 
Couruey os basis Of Tair return. 
Tie Suceeme Court (U.S.) has said’ "It is entitied; 
it is its duty, to see that from its sarnings 
the value of the property invested is kept 
unimpaired. so that, at the end of any given 
term of years; the original investment remains 
as it was at the beginning." It must be noted 
that the court says that it is the value of the 
property. not value of the plant." © 
(Knoxville vc. Knoxville ‘later Co. 2lé U.S. 


1,13,14 53 Leed 371,390 29 Sup-Court Rep.148). " 


Dre Frey in Volume 131, 
at Page 14,583, in answer to Mr. Frawley, said:- 

te) BR FRALEY : You have said that 
there are unnecessary service stations in the 
Industry and I take it that Mr. Halverson has 
some, like the rest of them, that is a ae 
assumption is it not? 

oA Yes, probably thore are some stations that could 
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"@  YoSe Then does it not necossarily follow that 
Mr. Halverson Was asking for a rate of return 
on those unnecessary service stations, that 
follows? 

"Bh Yes, he is asking for a rate of return on his 
total investment in which are includod some 
mistakeso 

"2 Yes, so then I put it to you that tho 16 cents 
which Mr. Helverson says is the fair prico, 
does contain in some part, does contain some 
part to be allocated and treated as a return 
to his company on his unnecossary servico 
stations, that all follows, does it not? 

"A It follows that the rate of return is on 
the total investment in which there aro some 
unnecessary Stations. 

"Q THE CHAIRMAN: would it not be most 
unjust, that is it might, and at any rate I 
would like your views as to whether or not it 
would not be unjust to say there should be no 
return on such stations for the reason that 
if the investment was a prudont onc when made, 
not one made with a view of throwing money 
away, - but because experience has shown that 
it in fact was not a wise cne, surely it 
should not mean that he should not have any 
return upon it, otherwise you have to have 
perfect judgment all the time or you get no 
return on your capital; what might be 
perfect judgment today may, ~- because of 4 


change in the condition in a city or town, - 
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" be poor judgment tomorrow? 

iA I can answer that very dofinitely, that all of us 
in business mako mistakos. ie do not make those 
mistakes deliberately. we use our best jud gmoent 
@t the time and thore aro many of our mistakes 
which are not a result of or own actions. Ma ny 
of those mistakes are due to circumstances ower 
whieh we have no contrel and I think tuat Mr. 
Frawley's position assumos qa dogrse of perfection 
that is not evident in the oxporisnees of 
business judgment. 

pe14,586 I do not think that these oil companies attempt ed 

to spend money witiout rhyme or reason. I think 
that they used thoir best judgment at the time 
they constructed their property. They lve 


harvestcd some mistakes." 


Genorally, Mr. Chairman, 
in view of the state of flux that the B.A. was in during 
tha years 1938 and 19359, occasioned, in the first place, 
through the building of its new refinery and, in the 
socond place, through its change-over to its new distri- 
bution systen, it has been difficult to preparc a statement 
showing the capital on which it might be entitled to a 
return during this period. I bolieve the Commission 
Accountant will agrec with me that to try and arrive 
at any such figure is somowhat of a hopeless task. 

: T have had Mr. Bronsdon 
proparc a statement of the asscts located in the Province 
as at the 3lst day of December, 1938, tased on the 


original: cost of assets Surving uscful purpose at that 
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dato less ostimatcd amount to cover visual depreciation. 
That stat. ment may or 
may not help but I will be glad to submit it to Commission 
accountant if he wishes it. In effect it shows the total 
capital omploycd in the Province of Alberta in respeet of 
sales in Alberta of 33,959,681.73. On this capital and 
taking the net profit referred to in the Bxhibits of 
026,844.57, it shows a percentage of sarnings to | ae 
capital omployed of 8.25%. 
THE CHAIRMAN: what is that last 
figure you say, Mr. Harvie? You Say you reeoived on 
Capital omployede.ceese 
MR. HARVIE: On capital employed, 
arrived at on the basis mentioned, the capital employed 
would be $3,959,681.72. 
THE CHAIRMAN: And your rate of return 
Was what? 
MR.HARVIE: 8.25%. That is before 
making adjustments on the return figure ef »326,844.57. 
MAR. FRAWLEY: Is that capital employed 
in marketing or marketing and refining? 
MR.HSRVIEB: That is all the capital 


employed, all items. 


MR. FRAWLEY: Is the Goutte. plant aa 
there? 
MR. HARVIB: I will give that statement 


tu Mr. Cottlo during tho noon hour, if that is agreeabla. 
THE CHAIRMAN: Then we will not start 


x 


a new subject. ‘ie will aa journ.e 


(At this stage the Hearing was adjourned until 2 P.M.) 
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MR. HARVIE: Nara Before the noon adjourn- 


ment, lire Chairman, I had just dealt with the summary 
cf the evidence on Capital and now I turn to the summary 
of the evidence on the rate of return and that, along 
with regulations, are my only two remaining subjects 
other than my final remarks and I think those are, from 
the standpoint of the industry as a whole, the most im- 
portant subjecé; the basis on which the capital employed 
is arrived at, what is a fair rate of return and then 
the all important subject is Government control, regu- 
lation and interference and so on. 

Onrthe rate of Teturn Dr. 
Brown deals with rates of return on Imperial Oil and 
British American plants for years 1958 and 1959 ind sug- 


gests the following as the fair rate of return: 


Plant investment LE 
Inventories 6 50 
Accounts Keceivable 7 % 
Or an overall average Los 7% 


I think ::r. Cottle commented 
on that particular figure of 13-1% when ir. Nolan used it 


and said that it was approximately, it needed some adjust- 


ment. 
WR. FRAWLLY: 113. 
MR.» HARVIi: Yes, llgj I think. 


Dr. Brown further states 
15¢ per gallon reduction on realization equals lj on re- 
turn, that 3.5¢ barrel increase in crude cost equals 1% 
in return, 53% pipeline reduction increases return fron 


12.8% to 14%. (P.14,286), 
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MR. FRAWLEY: And I think at this stage 

I should say that is another thing which was a little 
obscured in Dr. Brown's GC inenoee was what proportion of 
his 8¢ estimate that we have in the evidence, and he 

tells us that that was his 10,000 barrel a day plant. I 

am right am I not, ir. Cottle, when Dr. Brown was giving 

us the rate of the drop in return and the corresponding 
reflection in the price, he was using as his basis a 

10,000 barrel plant. 

MRe COTTLE: Yes, that is what he said in 
a subsequent letter. 

WRe HARVIL: I think the only point I 

am trying to make of it is that the basis of the individual 
types of investment of capital, that of plant investment 
and matters of that kind, a fair return he suggested was 
15%; on that part of the capital employed in the inven- 
tories and on accounts receivable 7%, whatever their 
weighted average might be. 

MRe FRAWLEY: I need not point out, Mr. 
Chairman, you will remember you were interested at the 

time that Dr. Brown was giving that evidence, in case you 
should want to know what any rate of return was, any 
amount which you might seek to reduce the rate of return, 
what reflection it would have and it is just that case, 

so that the Commission will not be wrong but you certainly 
must know what kind of operation he was telking about. We 
thought he was talking about the Imperial's 1940 operations 
and we found that it was quite different. 

MRe HARVIE: I think that is cleared up 


in the subsequent evidence which he gave. 
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wmAJOR LIPSETT! Did he givaé you any rate 
of return on land, or is that included under "plant"? 
MR. HARVIE: I imagine that is included 
under plant although I cannot answer it. It is certainly 
not included under either inventory or accounts receiv- 
able. 
MAJOR LIPSiTT: NO... bby Dey hardda cae int. TO 
think he would allow 15% on a brick and stone building 
Or something like that, if that is what he allows on the 
plant. 
MRe HsaKVIE: I think it clarifies itself, 
at least to a considerable extent, in the further comment 
he nakes. 
MAJOR LIPSETT: I see. 
Mike HARVIL: And if not I would be glad 


to come back to that point. 


MR. FRAWLEY: iverything on accounts re- 
ceivable. 
ike HARVIE: That is what I gathered 


from what he stated. 


He continues. 


P. 14,256 "Tt is my position that unless a& company can 
see the probability of earning 12% on its 
invested capital, or more, they will not be 

justified, and they will not make further 
investments to improve their operations." 

Ps 14,255 “hiost of those factors have been discussed and 


I believe it is perhaps not necessary to do 


~. 


any more than summarize and say, in my opinion, 


a return on capital of at least 18% should be 
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"indicated in order to insure the attraction 
of capital to the enterprise." 


Then air. frawley questioned 


Now I would like to have your views either in 
response to that one gerieral question, I would 
like you to state your views on the propriety 
Or otherwise of each and every one of these 
rates of return, what you have to say about 
the m? 

Well in estimating the proper rate of return 
to an oil company, refining company, which 
takes all the risks, the business risks in+ 
volved, I have assumed,-and which f believe to 
be a figure whiontes substantially sound,-that 
a 15% return on the monies invested in plants 


should be allowed * 


That answers in part your question. 


MAJOR LIPSETT; 


Yes, except I can quite see 


that a plant might go out of existence quite quickly 


while a house might remain for a long time. 


wiRe 


HARVI Es He then continues. 


"This is not an average figure that might 
exist over a period of 25 years but it is 

a figure which should not be regarded as 
excessive due to the risks and the vicis- 
situdes of ordinary business ventures; the 
money which is invested in inventories about 


6% and on the money which is tied-up in acm 


counts receivable 7j.- If we take those 
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“figures we find that the average rate of re- 
turn on the total invested capital figures 
out to be about 13.1%." 
Which iire Cottle has adjusted to roughly 114%. 

Again at the foot of this 
page and continuing on to the next page ({P.14,210) he 
deals with this rate of return in some detail, stating - 
Dr. BROWN - Vol. 127 ~ P.14.210 

"Therefore, any return on invested capital in the 
neighbourhood of 18% certainly should not be 
regarded as excessive because that might indicate 
Simply a reasonably good year which is required 
to compensate for the lean years which have pre- 
ceeded it or have followed, or will follow". 

He continues: 

Pele, oL0 

“iy estimated return on the invested capital at 
the Imperial plant based on their estimated costs 
and the estimated capital investment supplied by 
them, would be 15.6%; assuming that prices of 
crude and products to remain as the were in the 
ixhibits "dJ08". 

There is a reference then 
as to whether that is a 5,500 barrel plant or a 4,750 
and his answer is that it is 5500 and he continues: 
P.14,211 | 

"Well that return of 15.6% is about 23% over this 
13.18. I would not be at all concerned about that 
figure because it is for the first year after the 


new plant is in and they are entitled to a little 
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“quick return on that new investment." 
wAJOR LIPSET?T: Lite Harvie, do you say 
that that evidence should stand regardless of the fact 
that his figure was nearly 24 nore than the average of 
the three figures which he gave. 
Mite HARVIE;: I. think the 13%,. in order 
tO attract Gapital, I think it should. 
MAJOR LIPSLTT: If you take this figure 
Which tire UVottle points out, it would come down to about 
11%. 
Wine HARVIL: That is true, hire Commissioner, 
but on the other hand the matter of the accounts receivable 
and inventories vary greatly both over varying years and 
also in each year and its capital there and so on ané I 
Still think thet you cannot take anything but that he has 
given consideration to all factors and come to the con- 
clusion, regardless of whether it is liable to go one way 
or the other, that 1é% is necessary to attract capital. 
wAJOR LIPSil?: I suppose you can put it 
that the 2% margin in | error that he gave in discussing 
the 15%, would at all events bring hia to 15%. 
HR. HARVIE: | It would. 
THE CHA IRIAN: nee Cottle, do you find that 
his, 15.6%, is that correct. 


MR. FRAWLEY: ‘ell we have all this checked. 


Now I am not sure that that 15.640 is correct. 


witte HARVIG: That is the 1988 estimate. 


TH CHALTRsiAN: You found that his 10.1 is 


an error but is his 15.t%. 
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whe HARVIn: | ‘€ have all these things 
corrected some place and I believe the 15.6 is about 
right. 
MR. COTULE: Yes, I think the 15.6% is 
about right» JI woud like to look that up though to 
make sure. 
Mite FRAWLEY: ve heve all these some 
place. iiany of his percentages were just rough slide 
rule ones. 

MRe HARV: And that may be some 


evidence that when he found it cane around 18%, that his 
general knowledge was such that thet looked fair and he 
gust left it. 
MAJOK LIPS:T?: Then his 15.6 is what he 
estimated Might be earmed in 1940. 
wike HARVIL: txactly, using the same 
figures as the previous statement. Of course those 
figures have been changed very considerably. 

ijre Bronsdon sumilarizes 
his views on the rate of return by stating: 
H. He BROWSDON = Ex. 475 - Peel 

“Having in mind the foregoing ‘and the foregoing 
are the various difficulties and risks in the 
trade encountered, 

"Having in mind the foregoing, it is submitted 
that the dies involved justify a high rate of 
return as compared with industry as a whole, 
and it is considered that a return of lo on 
capital employed in the oil incustry isa mins 


imum and reasonable." 
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| wre Gaby analysis the rates 
of return which have been given in the evidence in re+ 
gard to this company's operations; (Vol.136,Commencing P.15,240j 
P. 15,241 "The results of the year 1938 should therefore, 
in any consideration of the economics of the 
Industry, be adjusted to reflect its ahnormal- 
ity as against an average year." He states 


P.15,241 "We have submitted the volume of business and 


the marketing costs for a period of ten years 
commencing with 1°28 and ending with 1987 in- 
clusive, which show that the maximum marketing 
cost per gallon for the year 1942 was 6.78¢ 
per gallon; 5.d6¢ per gallon in 1928 with a 
cost of 4.4l¢g per gallon in 1957, and an 
average cost for the ten years of 5.58¢ per 
gallon." And again 
P.15,248 "Phe variables are many and the future is 

hard to predict but it is evident that the 

flucthation in marketing costs bears within 
limits some relation to volume of business 

in any given company's cperations, and it 
therefore is reasonable to assume that an 
average marketing cost per gallon over any 
period of years will bear some relation 

to a normal year in such period." and again 

P.15,242 “Now I say if for comparison with 1938 only 

half cent of the difference between average 
for eleven years of 1.22¢ and the cost for 
the year 1938, which, added to 1988 market- 


ing cost, is taken as the marketing coat 


i uaeatant i ei ie) Meee ee 
_ : 4 oy i] Los 
Met ities 
ve i al ' 
iy ) i} 7 
‘e i ; \ 7 , 


e: 
3 
oh 
: 
= 
. s> . a 
i 


. As) 


eee sep ave: ‘bt: vy eerly aoad rs ‘ibe 14 
NeieioS AC ETP di ddksGs 6 iaaaia@s ble oe 
tones hivcis 6 Feet, ‘as 455 “ebliads: enh? 
Sa We aba ds sos ha “odd bc) eass aaah IedeS waa “dt 


+ banter: Sik ae yey ‘or: Beveut ag “aa aedeagal 
ppt ay Pay eheiiees ine ‘tat oxe ae ‘yit * 
Suk meee 40° ‘ole bor baw ‘Bar diladia’ Wwe “a 


ara er aaaaae Hees a i Sine < Wdiog: wore re vodt 
ae BEI: i eae sik iia” On or ile pit iFenwahoe 
, he 

besa Shae alae’ BE a ravi ily’ 


e a ated pay 


os te ‘her: ré hy 409 id aoit ay xed bere” 


oes nth cau 


<i bt at de” nee iL geaz tat yaeee ane oe een” 
Ths a8 Nak ae h MOEA ie ay hte ’ td “dnod 


aig yes * Ei) “ecg ade ast a +04 ‘He ao Syste 


er MER ope toe ne “tt tao ‘bath n.doh Lay 


Bsigsiy igh ‘hts iran vale eatdulaay ‘Sia 
ane Ce we be ie dorks ca” as baad 


ahd iy aan #4 ae Rae, fai oy Shbvaaiout os 


Bpontahe Fis Siadnbeny a ‘eStietet a ‘aeiart’ 


ou, , 
tl wy ee ee ee CS 


ee aes edigistay ye aie oat wits’ at 


Seat wid 


iad dante! Suibady ae afdaice, Sahex ie oeineieat 


win di oy oy dE o0" pit Efe oseinve 
i tiga! sine Bia tie 4 inet ‘£6 oti 


eng ; pera as Bae re oe, 


rhs’ Buia ane: apie vit abe” i ns 0 
aphise: GOee! fete abairrdias” noe rig “tha a 
epee: ‘he 7 ao oT LS “aay hy wnae! ett i, ; 
a3 owes hone? yaseyas +4 loiad ric ‘er i oh 
isd Haley “od nehHe-, gH2AS "anh allt aa ae 
* gees ae did doesn wlth a’ ‘waked a) de rn 


& L. Harvie, K.C. 
C3 Lo, 694 = 
9 
P.15,242 “applying to a normal year, the income for 
P.15, 2438 the year 1938 with marketing costs su ad- 
justed, should be reduced by conte 
ol25,000.00 and the percentage of the re- 
turn oncapital employed as calculated and 
used, would be reduced from 9.13% as given 
in ur. Bronsdon's evidence, to 4.94% after 
adjustments of costs of crude oil and sell- 
ing prices to those in effect as of May lst, 
Ee oR a 

P.16,244 "The example just referred to as a basis of 
adjusting an Industry's performance to that 
of a normal year is for the purpose of call- 
ing attention to the necessity or adjustment 
in the statements submitted for the year 1938 
when considering the reasonableness of the 
percentage of return on the capital employed 
in the company's operations." 

Commencing on P.15,246, ik» Gaby deals with the benefits 
Tand I think this again is quite an important 
factor, dealing with Alberta alone as we must 
in this connection. 

We. Gaby deals with the benefits the Alberta 
consumer receives through the intersrelation 
uf Alberta business with that of surrounding 
territories. 

P.15,246 "That, lim. Chairman, is all I have to say at this 
time in connection with the factors necessary to 

keep in mind when dealing with return of invest- 


ne nt of the company, having in mind that the year 
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P.15,246 "1958 in our view is not what we would consider 
a normal year over the périod, over the last 
ten years." 

P.15,246 "In an endeavor to deal with conditions in the 
Province of Alberta it was necessary to nake 
certain assumptions, based on judgment through 
experience and equity as to the share of 
general costs and overhead that in reasonably 
Ghargeable tu such operations in Alberta. 
These charges would therefore, on the basis 
of distribution, be more favorable to Alberta 
estimate of cost than would an independent 
estimate of the cost of doing business in 
Alberta only." 

Petv,oe: “In theveuae, Of our Refinery in Calgary, thirty 

percent of the output is marketed outside the 
Limits of Alberta, the elimination of which 

would increase the costs of refined Products 
about one-half cent per gallon, or an increased 
operating cost of Alberta throughput only of 
ten cents per barrel." 

P.15,247"Further, the interrelation of our administration 

and operating staffs in Western Canada tend to 
give an advantage to Alberta estimates with a 
proportionate share only of total costs charged." 

P.15,247 “Alberta eupener obtains the benefit in its 
Petroleum costs by the method of arriving at 
the rude price for the present wide distri- 
bution, which if confined to djlberta uses only, 


woula-have been on a competitive basis with 
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Pe15,247 “hiontana Crudes - $1.67 per barrel instead of 
the G1.20 per barrel at present paid, and 
usec in the estimates of 1938. 
This was illustrated 
P.15,248 by lire LeSueur, which, if confined to 4lberta 
only, and lL believe the figure given by him 
was $1.67 per barrel instead of the ¢1].20 at 
present paid and used in the estimates of 
1938." He continues 
P.15,248 "Strictly the preparation of an estimate on 
doing business in alberta only would have 
been materially higher in costs. I do not 
propose to go into the details of such an 
estimate but wish to draw attention to these 
evident facts for the Commission's consider-~ 
ation in arriving at its judgment as to the 
economies and fairness of the price structure 
of the Industry to Alberta consumers." 
and then I proceed to the 
Hex lten of “regulation"<+--- 
wAJOR LIPSETT: Now iire Harvie, before you 
leave that, I asked iire Nolan whm he was speaking on 
this further question, assuming just for a moment that 
your prices at the refinery are correct and assuming what 
you say about the rate of return necessary to attract 
capital into the Province and to justify your expen=- 
diture in the plant you have put up, is there aay hglp 


that can be given by the two companies in view of the 
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costs that the Texas Company is getting by with in their 
marketing, that vour two companies could do some thing to 
reduce the jotber margin which is now around 7¢, not 
necessarily at all to the 3g¢, but to something between 
those two figurea, with a view of possibly assisting in 
the elimination cf surplus service stations and with a 
view possibly of doing something more for the consumer, 
without hurting the company but getting somewhere nearer 
to the spread that it pays the Texas Company to work on, 
although they actually lose something on the marketing. 
MR. HARVIL: LOW puters this wey, in 
the summary presented this morning of the evidence, Mr. 
Commissioner, it was pointed out thet so far as the op- 
erations of the British .merican Oil Company is concerned 
that if you eliminated all their capital in retail 
facilities, that is everything in the retail facilities 
and I want to emphasize that, that if we, if that were all 
eliminated, it would only meke a difference of 2/10 of 1 
cent a gallon on their entire gallonage so the whole Texas 
situation is thrown overboard on our basis, all that end 
of the business in which the Texas Company is in, in 


Alberta. 
MA JOR LIPSETT: That is where you do the 


marketing yourself. 


WR. HARVIE: That is over our entire 


gallonage. 


MAJOR LIPSETT: Yes, but where you are the 


marketers yourselves, but does that cover the cost thet I 


was referring to. 


: oe 1 
7 a . 

ae 

ae , 


cae en 
; ‘ 
he ar 
7 
a ey 
ug ais 
| cee 
| * 
t. 
| n 
ee 2 
ee : 
= 
- Ys | 
| Tv; 
tty 
‘ : é | 
- 
Jie 
| re 
~. 
oh - 
tay 2 
elu “ | 
Lo | 
eae : 
ede A 
| Kx . 
ess 
chls e 
te : : | 
i xs ; ~ 
Se i ae | 
~ 


He Le Harvie, K.-C. 


G3 
13 


~ 16,398 = 


MWe HALVIE: I do not know that I have 
answered your question in full but I do think it does in 


part and I just go on as I remember the evidence, that 


a 


Texas have a spread of around 3¢--~-- 
wAJOR LIPSETT: womething like that. 
MR. COTTLE: The spread differs for 


: 2 


different places, some places it is 3.1. 


MAFOR LIPSETT: os or 4¢. 
Mite COUT Ia s Well 4% in badmonton. 
MRe HARVIE: we might take @ line between 


those two 3.1, and 4.1, 33 cents. Now the Texas. Company 


have not got by on that. The evidence is they lost money on 


that. 
MAJOR LIPSETT: They lost a little but they 


almost broke even last year as I remember the figures. 


There was some loss. 


MR. HARVIE: I think there was maybe quite 


a considerable loss. 


Lik. COTTLHE: luy evidence, Mr. Commissioner, 


was that the Texas Company's marketing expenses divided into 
the gallonage of white goods was something like 7 cents a 


gallon, compared with Imperial'ts 4.6; that indicates the de- 


gree of profitableness. 


MRe FRAWLIY: hey lost 4 cents on every 


gallon. They had a spread cf 3% cents and they had a cost 


of 7 cents. 


wiRe COTTLEs Wo, I do not mean by that 


that they lose 4 cents a gailon but lL do mean by that that 


their expense of doing business ig much more per gallon 
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than the Imperial, so that even with Imperial's spread 
they would be expecting to lose money. 

MAJOR LIPSETT: That is where they co 

their own direct marketing. 

TR COTT LE: No, that is taking all the 
Texas Companies, oh, I see what you mean, the Imperial 
doing their own marketing. 

MAJOR LIPSETT: Yese What I was having in 
mind for discussion and help is the fact that con the 
figures which we got, that this Texaco Company of Canada 
get its products laid down here in Alberta at 12.9. 

Mii. COTDP LE: They have 3.1 cent spread. 
MATOR LIPSiTT: Yes. Now if that is, it 
may be quite justified, but if that figure is practically 
correct, why could not the Imperial and the British 
American arrange in some way with their jobbers tc get 
less spread than the 7 cents that apparently they have 
been giving them. 

Mike HARVIL: I think the evidence is, 
Mr. Commissioner, that as a whole, the jobbers are carry- 
ing on quite an efficient operation. I do not think there 
ha:s been any undue criticism of excessive expenditures amd 
so on, and my rocollection of the figures, speaking 
generally is, that they show no absorbitant profits; in 
fact the reverse, 


MAJOR LIPSETT: The Texaco Company have job- 
bers and they are allowing them 3s cent margins. 


MRe HARVIEs - Now you are referring only to 


gasoline and we are denling with gasoline on these figures; - 


that situation does not apply to a great portion of their 
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business which is lubricating oils and other things and 
gasolines and fuels that they buy in Alberta so I do not 
think they ure comparable figures. While I woulda 

hesitate to try and analyse them and set out any figure 
which would be comparable, I think maybe Mr. Cottle coulda 
be of great assistarce on that. 

MAJOR LIPSET?: I am not putting it to you 
with any view at all, Mr. Harvie, but it is a thought 
which I have had that should be investigated. 

the HARVIE: I would Jike to be of some 
assistence, Mr. Commissioner. I have thought it over 

quite a great deal since the matter first came up and I 
think maybe the only thing I can say is that I doubt if 
those figures are comparable in any sense off the word. As 
the 3% cent figure which we discussed is only applicable 

to certain products. 

WAJOR LIPSET?: AS I think I see the picture, 
one of the things that forced the Imperiel Oil Company to 
give that snread to the jobber was the risk in the bus- 
iness of competition from two or three of those jobbers 
maybe starting in tc refine. 

MRe HARVIL: YeS- 

MAJOR LIPSETT: and I would think that it 
might be urged on the other hand,now that your company 
has started refining ang Gas and Oil Products have starved 


refining, that so far as the 7 cents 1s influenced by the 


threat of refining competition, that that might be more or 


less out of the picture. 


MR. HARVLE: [There are all the other 


5 . Eat ee ! >) - As 
. . : -" ni ‘ . rm he id ; 
* . . . oh > i P pe yet 4 i 
a ' f : * wnat - ‘ C om et 3 me . | : ‘ 
- . ‘ ” —) all IL, ; is ; | 
* > so ‘ ‘ a 1 oa ie : - < | 
; : ; . : ; on => ‘ . hat 
| : . ; ; nr ae iu , + . - 
. piats A oe i 2 . ‘ : : . 
bot yet : A cS 2 . | 
oad ~¢@ ri a oF ‘ > % ‘ x ; 
i we any F . % oa : : 
| | z. . . ' a on 
we oars . i‘ 4 nd : = 
3 , ‘ ‘ 7 , x . ; : 
| = ’ ~~ . . me es ‘ i 
— Dd ” vi bat ‘ a 3 . | | | 
. - . ( bes ’ : | | 
< es inthe es > eS Bet $2, me ia ? 
| | oe hace A . ‘4 < . 
: a , ey . er : 7 * iP ; 
- . Cathe , E - | 
| | ; wie oe U oe js 
° aie Ss ve : ons iS - : ; : ; . 
E . | . | z | 
=. = ar 4 we . a “— an > ES At 
ge 2 . “aie : > = 23 § z 
. rs Ben n : a v3 ; 4, . . 
- 7 . & ee os a, , ate ‘eee ee fi +t Z 
. ' ra . . oi . 3 a : - , ; a 
: * ‘ : : As é 4 “! - 
Ne ae * : 4 2 - a B, me, .- te = ; ie . 
i whe <a eA : insite 5 ! ; a : 
Sewny wd ee é : ; ‘< : 3 | 
Z . & Nee os 5 
F E a | | 
| #3 i s . . ae 
a . sie : <s be Be : } 
. ~~ Ln 5 : | | | | 
, ica ’ ‘ ; 4 
. ‘ « a aor Tes 7 é | 
i gr oe ; : | : . 
| y ‘ ‘ X . A B 
4 BREN: fe 2 , : . 
: i Whey : : . : z | 
- s- : ree ee : i : : a 
. Y " ; 
~ * by i | 
! : = os : Le a , 3 
~ € . as, a m : ; . 
8 ot oad _ > P i 7 | 
t “<a Ves ; : | | | | 
. =3 ‘ 4 . han % ares F - 
4 . aia tee ; a ? ; ; 
e : oe ~ 5 een 3 a : * 5 
i; , ied i ‘, Lie 4 
3 : are z Sapna 
3 | 7 i 
i ne . - 
é lita ‘ = : 
Y s: : : se : 
~ = : § | | 
et 5 : * is 2 
] - - bce ; e ; : 
* we i. y : % i : . 7 | i : 
o§ R . ‘ wig ee : 
= : { : | | : 
= iy , “ ; | i. 
* ns ° me i e | 2 
, to , me ; ; . | : 
<> — : 3 : | 
it = z area - ON 4 ~ ated 5 
aL ‘ roa S ois oe . 
woh - : ’ ; as ‘ : 
ead ie how as : : 
: : < Mons t 
ie % fess) Fan Sak 
s ean : 7 i c as i : 
. ‘ = ae iS . 7 , 
. s . | 
- : | 
i J ‘ : : | 
, a. 3 | : ; : 
» : 3 . . mn : : ~) 
ee ei fe ‘ - : i‘ 4 : | 
x : . | 3 3 
~ a ‘ 5 os | . 
oe OW S - ‘ 
- ~ t ‘ . ‘ ; = ‘ = 
- ri : . % . , " a; 
- : : | | 
; et 


BE. L. Harvie, K.G. 


C3 
16 ~ 16,401 + 


refineries.In our case there is the Great West, it is 

Our biggest jobber and the one we have to watch the 
closest from that standpoint. I would like tn be of some 
more help if I could but I do not see how that I can. 

MRe COTTLE: Mire Commissioner, on the 
Texas Company's figures in the year 1937 they lost 
¢@17000. We did not have the 1928 figures hecause this 
exanination of the Texas Gompany was made early this year, 
therefore, we had to take the complete year, 1937, and they 
Lost ©1700). 

MAJOR LIPSETT: Now lire Cottle, if it would 
not be interrupting you, what does that $17000 represent 


per gallon, 


MR. COTTLi: That would require a calcu- 
lation. 

MAJOR LIPSiTT: Just roughly. 

MR. COTTL:a: liven on the assumption that 


it did not represent anything per gallon, just that they 
broke even, there have been many price drops since 1937; 

the first price drop was in December 1927, a cent; and a 

cent and a half on Wovember 22nd, and another cent on 
January 5th, 1938 and a further drop last summer and the 

drop we heard of a few weeks ago, so that the Texas Company's 
spread has been very greatly narrowed since 1937 and their 
loss position would be increased from 17,000 to, I would 


think, something around 60 or 70 thousand dollars. 


wAJOR LIPSETT: Unless they have been able 


to get some corresponding economies that we do not know 


about. 
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wR. COTTLis: Yes. 

MAJOR LIPSBTT: In reply wr. Cottle, it may 
be seid that it is still worth their while carrying on 
business even after those reductions. 

the COTTLE: Yes, quite, sir, but the 
peint is that the 4-1 cent does not cover the expenses of 
their operation and it does not provide for a profit at 
all so it camot be inferred that they can get along on 
their marketing operation on 4.1 cent. It may be there is 
money made elsewhere, in which case the 6.1 is quite 
meron) and if: it is artificial the 4.1 in itself does 


not mean anything. 


(Page 16,402 follows) 
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MR. COMMISSIONER LIPSETT: Then it works out in this way 
that at present the spread is even sreater than between 3.1 

ead 7 cents, if they have a less Spread and Imperial and 3. A. 
jobbers still get 7%? 

ma, COTTLE: No, the 3.1 is the spread to-day. 
That is not the spread on which they made this loss of 
317,000.00. It might have been 1 or 2 cents more than that at 
that time. 

MRe COMMISSIONER LISSioTT;: These figures then really do 

not help one very much? 

MR. COTTLE: The 3.1 cent spread? 

MR. COMMISSIONSR LIPSure: O.. 1S the securate spread at 

the present moment. 

MR. COTTLE: in Calgary. 

MR. COMMISSION=SR LIPSETT: And. the $17,000.00 loss in 1937 
is not referable to the 3.1 Spread at all? 

MR. COTTLE: fot as 21). 1 would estimeve: 4 
comparable figure would be something like 60,000.00 or 
$70,000.00, in reference to the 3.1, and, perhaps, even more 
than that. 


MR. HARVIE: 
Powe Ud ae Po Oe Te 


Dealing with Regulations, Mr. 

Ohairman, I first summarize the evidence of Dr. Frey, who states: 
eicd, P. 14371) 

"This brings me to my first generalization concerning 

the relations Ree i iar and business, namely 

that in an emergency the Government should be in a position 

to exercise control on the upward flight of prices. Putting 

this situation in economic terms - the war situation - 


~ 


I think he was speaking of 1914 - brought on a demand so far 
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ib. Hervee; ks Ce 
in excess of normal capacity that the so-called law of 
Supply and demand broke down and the Government had to 
establish an artificial top. I think that this is an 
important part in the life of any Government where supply 
and demand get badly out of relationship with each other. 
In such a situation the sky is the limit as far as price 
is concerned." 

And Jeter: .(V. 129, 2. 14364) 
"Some effort has been made in the United States in the 
direction of standardization. There are several States 
that have such laws. They do not solve the problem 
because the range is considerable." 


And questioned by Mr. Frawley: 


"Q. MR. FRAVLEY: But it could not fail to advantage 

the consumer? 

A&. Yes. Much would depend on how the public understood 

that standard." 
(Vv. 129, P. 14387) 

ae G die Tae ten and it is hard to replace integrity 
with standarus". 

Q. Yes. Well, would you say that the public gets any 
measure of protection from minimum standardization? 

A. Yes, they do. 

Q@. You see, Doctor, that you say that there is that 
irresponsible man that the public, perhaps, should be 
protected against. What is your view ahout that? 

a. I think there is a degree of protection to the consumer 


if the oil inspection activities of the Governme nt 
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that adopts them is rigorous and the standards are no 
better than the oil inspection service of the political 
division which has passed such measures. In certain 
States such measures are followed up very closely and 
periodical examinations are made of the quality of 
proguets Weim sold. It costs quite 4 little bit to 
do that, and that, of course, is passed on to the 
eonsumer. I do not have very many examples of just 
what those taxes amount to, but they vary from State 
to State. In some instances approximately about one- 
tenth of a cent a gallon, which has to be absorbed 
by the consumer. Bat this is an assurance, this is 
what he is vayving to assure him that the State is doing 
a joe at determining that the minimum standards 
established are being adhered to, and the company that 
violates those standards is brought to justice. I 
should say that standarcs are no better than the 
administration of the law". 

Then speaking of the Code he s@ys: 

me 129, Peete) 

"T say that so far as enforcing the law was concerned 
we found very soon, within a matter of six or seven 
months, that we could not rely on the slow action of 
the Oourts to get results; that if we wanted to get 
Bretwtreni at all and we felt that the intent of the Coie 
was to get somewhere in stabilization, that we would 
have to get out of the legal aspect of the thing end 
get voluntary co-operation and we made a desperate 
effort to get the lndustry to come in and join in a 


common objective to bring the whole thing back toa . 
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stabilized condition and I must admit that we 
accomplished much more by industrial co-operation 
than we ever could ewe dreamed of by punitive methods 
in the Courts". | 
Then questioned by Major Tipsett 
Be Ve 129 p02. d44are: 
TO). MAJ EPSE TT: re trey, if Timeay intermint 
you for a moment. I gather that your general 
view is that there should be Government interference 
if the ‘price either goes so high that the public 
are being badly treated or that it has got beyond 
control or if the price goes so law that the 
Industry is going to be ruined? 
a Less! 
He then proceeds: 
(V.\ 131,. Pal 14638) 
"Now the next step is a theory. In theory it would be 
desirable for all purchasers at a common place of 
business to keep the same price. But how to obtain it 
in actuality might be quite another matter. I Should 
say that the fixing of a margin would be highly 
disadvantageous to the honest man and a fine weapon 
formiiverdiishonest . That’if you established, if a 
margin were to be established I think the moral 
responsibility would then fail on the State to see 
that the honest man was protected against the dishonest 
and I recognize as a matter of fact that that isa 
very difficult operation. 
THE CHaAIRMAN: iike standardization it would be 


just as good as the police work was effective? 
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Pisin LCS lis 
Q. THE CHAIRMAN: Is not the way you would stop 

that would be to try and find a case every now and 

again where the law was infringed and prosec ite, 

prices being well known? 
A. But all the time the honest man would be penalized by 

the dishonest." 

Later, speaking of the Nova 
Scotia legislation, Dr. Frey says: (V. 131, P. 14650) 
"I would say as an emcrgency it might be possible to 
use some half-way legislation of that type; certainly 
the NRA type of legislation did not go all the way.” 
(Ve LS, 2.24654. and) 2. 24655) 

"In Washington there are many of us that are labelled 
Texperts!. We have no authority at all. I have not 
a particle of authority in marketing in the United States. 
iL eannot probibit any one thing. It is absolutely 
impossible for me to prohibit anything. I cannot demand 
tuat anyone show me a record even. But I an, nevertheless, 
recognized as an expert on marketing by my Government 
and I am generally so recognized by tre industry, and 
I prefer that the industry try to learn what it is doing 
and the only thing I regret is that or esent sanctions 
under the anti-trust laws prohibit the industry working 
with the Government in overcoming some of the difficulties 
that we know about. I think that laws should be 
liberalized to the point where there can be a reasonable 
relationship between Government and business in which 


business is not required to take the position of defendant 


all of the time". 
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Then he was questioned by the 
Goeiminis (Ve Tol. FP: 14655) 

"Q. CHAIRMAN: Ur. Frey, to be concrete, 
Gov ernment intervention, as I understand your 
views, - Dr. Frey, Government intervention should, 
under no circumstances, be wade unless the 
conaitions are such-as to patently indicate the 
need for Government intervention? 

A ves. 

Q. That until it apvexred that Government intervention 
is desirable it must be treated as an emergency 
measure or of temporary duration or it must be 
considered serious,. of so serious a character as to 
eal for the e€reation of a Public Utility which 
is to be put under the dominance of some Public 
Utriity Board? 

Ae Yes. 

Q. Now you have been invited to come to Alberta and 
to make a study of the situation as we have it 
here; you have heard a good deal of evidence from 
Mr. Cottle as to the accounting standpoint; you 
have heard a good deal of evidence bearing on other 
branches; is the situation in Alberta such in your 
Opinion that it would call for Covernment inter- 
vention of any kind? 

A. In the marketing I do not see any indication that 
there is any necessity for Government intervention". 

And continuing, (V. 131, P. 14661) 

"T do not see anything in the pesent situation that 


is so sgompletely out of line as to necessitate 
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Government action as drastic as utility regulation." 
Then questioned by the Chairman, 
ives 153 POR 9714941) 

"Q. OHATRMAN: Dr. Frey, you have expressed 
views that would lead me to think that you were 
against monopolies? 

A. Yes Sir I am against monopolies, 

(¥. 133, P.'14843) 
Q. CHAIRMAN: That is direct Government operation. 
A. Direct Government operation. It has been a failure. 
(P. 14,864). 

A. Yes. Hach time legislation is effected and it 
is not completely thought through it doos not 
cure and, consequently, we have a sore, but it 
may be on the arm instead of on the leg. We are 
not complete in our analysis of the situation. 

We have made attacks on industry at times that 
| could result in oe nothihg. 
(W. 133, Pea, 845) 

Q. CHAIRMAN: And so I put it to you that there 
are those who are prepared to support the view 
that-monopolistic contrul is not a bad thing, 
providing that it is supervised by competent 
Governmental agency. You think there is nothing 
to that? 

A. I would not say there is nothing to it....I should 
say for instance applying it in a otate....... 
in my country I would consider that the establish- 
ment of a monopoly by a State would be practically 
impossible. That there could be such a thing as a 


National monopoly and not a tate monopoly. 
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ie 155, P.« (14,865) 

“but I have been wondering is there not some way of 
some liaison officer, if you will, some intervening 
body" | 

Wr. 133, Ps 14,865) 

"A, Well, I have expressed an idea on the desirability 
of co-cpneration between Government and industry. 
I think that many things can be settled across a 
table that cannot he settled in a criminal court. 
0. CHATRMAIT: Yes? 
155, . 14 e6S)and ©. 24966) 
A wknd t think that the idea is perfectly sound. 

Q» Of an intervening body now? 

As (Oleenemntervening body. 

Q. That is what I would like you to direct your mind to? 

&. Yes; but again, I have’ to go back and say that it 
PS 3USt as good aS....- 

@. The personnel of the Body? 

ii. The personnel of the body. 

Q. Yes, I would subscribe to that. But can it not be 
coneeived both by the publie am by the int 
that there are honest and intelligent men who 
woulé serve a good rurpose to both? 

A. I do not see any reason why we should condemn 
humanity to complete stupidity. 

Q. Is there not some purpose to be served there, if 
one understands the industry and its operations, 
and understands its necds and understands its 
requirements for reserves and its need for pro- 


tection to preserve its entity as a corporation; 
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and 14849) 
Q. 


its need for reasonable prvfits and all those 


things, which does not jump in the dark am say 


that a company has made a lot of money and we will 
take it all away, and it does not matter whether 

it goes broke next year or not. On the other hana, 
it sees to it that where these oecasions arose 
which you have described as emergency occasions 
that the public is not ronked by those naturally 
who are serving themselves? 

t think very definitely there is a place in 
Government for that type of industrial cushioning. 
That, perhaps, is a very happy expression to ; 


describe what I am putting to you for considera- 


tion. Well, we will rise." 


Then later ,(V. 133, F. 14848 


CHAT RMAN: Now, there is another viewpoint, 
of course, which should receive consiaceration 
and that is that it should not be 4 monopoly, 
that there should be competition, as no® exists 
you say, but that there should be & domination 

of it by Governmental agencies, a Governmental 
agency such as, for example, the powers exercised 
by the Dominion Railway Board in Canada over the 
competing railways of this country; have you any 
thoughts about that? 

My position in the Government being an. administra- 
tive one, I always fall back on the problem of 
the administrative difficulties. Maybe I am lazy 


but at any rate I never iook at any proposal of 
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that sort without considering what my part of the 
job is going to be and I can see that, just taking 
it out cf alberta again and going down home, I 
have sthe, probiem of trying to ad jist all of the 
difficulties in commercial o: ganization, financial 
responsibility, sources of supply, variations in 
customer preferences and many other things of that 
sort, which I would have to take into account if I 
were volven the responsibility Of administering an 
industry. I shudder at the consequences because it 
would involve a decision in which I would have to 
mase up my mind very definitely, very clearly, as 6 
whom I was going to hurt and why I was going to hurt 
them. It would involve decisions as to what the 
effect would be for the public in the operations of 
these various kinds and in the process I know I would 
have to destroy some and build up others. Now I 
think that is a problem which one is faced with if 
they attempt control. 

You start. off to control only 2 
Thotle DLy but @ince cech “element has a Decring on 
something else, before you know it you are pret ty 
well along the line of controlling everything, and 
then the administrative problem becomes increasingly 
difficult and you do not have business management at 
all. You have Government management. 

My own feeling is that business 
men, as a rule, and now I am not talking about 
Canadians, please, I am talking about Americans, that 
business men as a rule are more elastic in thinking 


and are generally more capable of making decisions 
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than Government men. The business man is con- 
stantly in the position of taking risks and he nakes 
risks decisions knowing very well that the decision 
may, if it proves false, drive him out of business 
but he Dee the chance." 


On question fron the Ohairman, 


(V. 137, P. 15360-61~62) 

"Q. CHAIRMAN: Doetor I would like to know if 
you would eare to develop the point as to whether or 
not it is in your view desirable to have any type of 
intervening body extending between the Government and 
the industry; and if so what type of body. 

A. Well in the first instance on conservation I have 
definitely committed myself. That is I do believe 
that it is desirable to have a conservation ageney.™ 

THE CHAIRMAN: Miis.is still Dr rey 

MR. HARVIE: Pe Se Leer) Pee 
"In refining I have seen less oecasion here than would 
appear to have been necessary at one time or another 
in the United States. In marketing we have inter-_ 
fered more in the United States than you have here, 
that is we have interfered at one time or another. 
Just now there is very little legislation that 
directly applies to marketing in the United States." 

MR. FRAWERY ; What. page is that? 

MR. HARVIE: Page 15360-1-2 in Volume 137. 

THE CHAIRMAN: Volume 137, Page 15 thousand 

and what? 

MR. HARVI®: --15, 3860-61-62. 

THE CHAIRMAN: Would you mind reading that 


agein, please? 
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MR. HARVIE: 
"A. Well in the first instance on conservation I have 
definitely committed myself. that is I do believe that 
it is desirable to have a conservation agency. In 
refining I have seen less occasion here than would 
appear to have been necessary at one time or another 
in the United States. In marketing we have inter- 
fered more in the United States than you have here, 
that is we have interfored at one time or another, 
Just now there is very little legislation that directly 
applies to marketing in the United States. Now I 
Neve said that | think 1% is desirable for Me 
Government to be acquainted with what is happening in 
the industry and strange as it may seem for 4 
Government man to be suspicious of Government, 
nevertheless I can sympathize with some of the 
statements that have been made here - they are equally 
applicable in the United States - that Government 
is not above doing some things that make it tougher 
for all parties at interest. I have nad enough 
painful experience on that particular thing to under- 
Stenag. the force of 2%. I think partly a question 
of whether there is an agency of the Government that 
is more or less of a contact agency depends up®n 

what that agency is intended to do. “hhether it is 

an agency set up to create regulations; to bind the 
industry to a certain procedure; whether it is 
mandatory or not; whether it is advisory and co- 
operative. I think also it is an important sbiatiedes 


tion as to the personnel of such an agency. Is the 
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personnel] qualified sufficiently to understand and 

do the right thing by the State and by the industry 
and by the people. That is a difficult thing to 
determine. There is another thing, and that is if 
ajuses exist in Illinois in marketing let us say, 

is it not entirely possible that they exist in Iowa 
and indiana or perhaps all ovez the United States. 

If such is tke case then would it not be better instead 
of having an Illinois body and an Iowa body and an 
andiana body, might it net be better to have a Federal 
body . Well that is one placé in which I display. 

my bias because I happen to be a Federal man and 
naturally I think that we do a better job than the 
Staves, and. 1 alse think we see the thing frome 
broader point of view, so that it seems to me that 
whether one does or does not have an agercy depends 
largely vpon what one is trying to accomplish in the 
way of relationship between State and the industry and 
the people. And without having a pretty good idea of 
the objectives I think it is difficult to state 
positively that it should be one thing rather than 
another. I do believe definitely that if an industry 
is not ethical an attempt should be mai3 to make it 
ethical and the modus operandi depends on the 

Ce a It seems to me that there is very 
little in marketing as far as ethics are concerned 
cannot be resolved into a relatively simple statement. 
It seems to me that marketers should sell wht they 


purport to sell." 
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At the foot of P. 15362 he continues: 
"If there is no subterfuge in the matter of quality 
and price and classes of customers it seems to me 
that most of the difficulties, most of the evil 


things in marketing are overcome," 


Then on a question from the 
Cieirman, Vy lor, £. 15503) 

"Q. CHAIRMAN: And in the event of it being 
found the so-called evils do exist do you think it 
quite reasonable that there should be a Code of fair 
competition, so long as it does not make for rigidity 
I take it, from what you have previously said. 

A. Yes I would consider anything that leads to rigidity 
in prices undesirable. JI think prices must remain 
flexible. Prices must be competitive. But certain 
of the practices as to how a price is named and who 
receives the price is over the table dealing \ingteadg 
of under the table dealing. It seems to ne to 
constitute. the essence of ethics in the matter. 

Now in every market there probably are people who deal 
under the table but a very large proportion of the 
industry deals over the table. fhe next thing is 
that if the industry does not feel that the abuses 
are so considerable" 

Now may I repeat that: 
"the next thing is that if the industry does not 
feel that the abuses are so considerable to justify 
a Code I €o not see why the State should bother 
giving them one. { think that industry should want 


a code. I think the better element does always. 
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The reason they are so suspicious of the Code is 

that they are afraid of the inactivity of policing of 
such a Code and the inequities which result from a 
competitor; the more ethical merketers doing one 
thing ard the unethical doing something else without 
being brought to justice. I should say that the 
larger the area - and I do not want to make it appear 
rere that I am saying Dominion versus Province or 
~rovinee versus Dominion, I should like to keep out 
of that because that is your business here at home - 
but I should say the larger the area in which one 
jeals in such matters the better because the chances 
are that if things are bad in Illinois they are also 


bad in Iowa." 


[Ms 137, Psy 1 B36") 


"Q. 


Ae 


CHA IRMAN: Would it be a reasonable thing 
to take the position that another Prcvince has, that 
all being fair now that inereases in cost to the 
consumer could not be made without the approval of 
some such body. In short without cause being shown 
why they should be increased? 

Y have no objection to that in theory. It seems 
perfectly reasonable in theory. ....-e«>. 

Now my own feeling is that there is not very much 
necessity for putting in a top stop." 


Then later, (V. 137, P. 15369 


and 15370). 


"putethetie Podtv (Code andthe N? TR. 4k. Cede” had 
some similarity. Tie principle which I have 
expressed that you sell what you purport, that you 


pest your orice for qualities am types of customers 
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and that you stick to it was fundamental in both. 
Neither one was intended tn have any rigid effect on 
prices. Now quite a number of bad practices haé 
developed and if you introduce to the »eneral 
conditions which may be considered as ethical another 
consideration that there should be no subterfuge you 
practically cover the thing because most of the rules 
had to do with subterfuges am that is what made them 
so lengthy. And that is why you have so lengthy, for 
instance our Code has 33 rules and by the time we got 
through with interpreting the thing, we had a ycuung 
book; as a matter of fact I think the book we got out, 
showing not only the rules but the interpretations, 
ran to more than 100 pages. Now that was due to 
Whew aeveloument of Lepalistic thinking on the pertver 
the various people who were working under the Code." 
Now, Dr. Brown on Regulations. 
Voile (abe Lec oe) 

Dr. Brown has just stated that in respect of at least 
the two Companies into whose affairs he had 9xamined 
the picture was not an unreasonable one. 

"Q. CHAIRMAN: and that there should be no 
outside interference with it? 

ike That is right. It is a favorable situation in ny 
Opinion ut it is one of those favorable situations 
which we must have in a period of years in order to 
keep the industry in a sound condition, to tide it over 
the lean years. 

Q. Quite so, and you say that the only alternative which 


presents itself is the alternative whereby the profits 
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may be reduced on the assumption that the body 
reducing the profits is able to insure a proper 
profit; in other words, a public utility?" 
Ae Licht that: is summarizing my point of view very well.” 
Mee ley, Ps 14239) 
way CHATRMAN: Aas [ understand the witness there 
are no circumstances in which he would advocate 
Governmenttal interference." 
That is a comment while you were discussing it with Mr. Frawley. 
Then Mr. LeSueur on the mtter of 
Regulations. (V. 125, P. 15137) 
"The appointment of a Board that was, you might say, 
constituted with co-operation faculties is perhaps 
Meri sol Vb Wilt Gontine Ltse lit to mose yr tieuiar 
functions, eo-operation and consultation. That, of 
OOlrse ie the difficulty. ‘Then again’ the question 
is would vou have a Board for each province with 
those faculties or would you have a central Board 
but with those faculties. “y own idea is that you 
Hight: get into @ great deal of trouble if you have 4 
great many Boards that you have to consult all over 
the Dominion." 
Pre a35 hS. 15189) 
"Generally speaking you can accomplish more by getting 
reasonable people around a table, who know the facts 
and get down to essentials." 
Then later,(V. 185, ©. 15140) 
"A, We usually would need no action, Mr. Frawley. 
O. (That is true. : 
A. The mrties would really agree between themselves and 


they would be in a much more permanent position." 
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THE CHAIRMAN: Does sir. Frawley say that is 
true? 
MR. HARVIE: He just leftist ‘at thats (tHe sate 


"Ye usually would need no action, Mr. Frawley," and Mr. 
Frawley said "That is trim." That is wge 15140. 

MR. FRAWLEY: Trere must be something wrong 
some place. 

MR. HARVIE: fC am beginning to think so myself. 
Then on question by Major iipsett (V. 135, P. 15141 and 15142) 
"Q. MAJOR LIPSET?: in’ the exceptional’ cage.) it it 
arose, Mr. LeSueur, where the rourd-table conference 

did not settle anything has the Tariff Board any 
further authority or jurisdiction? 

me” OY they have the right to investigate. They cai hold 
a Pup Lie) dearing if thery see Ld ts 

Q. And then what happens after that? 

A. Oh then, they go into the mtter thoroughly and make 
their recommendations to the sinister of Finanee and 
the Minister of Finance acts. 

QO. ‘Has “he power to act then? 


A. Well his powers are within the Legislation whieh he 


Q- MR. CAMPBELL: Mr. LeSueur, they are purely 
recommendations?" 
Then Mr. LeSueur says at 
(V. 126, P. 15187 and 15188) 
"When the codes in the United States were in vogue or were 
being discussed for the purpose of stabilizing those 
conditions there and really stabilizing prices and getting 


rid of the chaotie conditions there, the example led to 
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ae Sees of similar measures in some of the Canadian 
crovinces. Nova Scotia I think was about the Pee 

“Ye approached that with them not in any hostile spirit, 
because we felt at the time there might he possibilities 
of real results from those regulations and they were not 
prejudicial, but our experience over the last two or three 
years, since they have been in, is that one regulation, 
that was the one which prevented the loaning of pumps, 
possibly did preduce good results. It stopped the leaning 
of pimps, but at the same time Wwe must @nsider this, 
that in Quebee and Ontario, just the ordinary pressure of 
economic considerations has practically stopped the 
Posanine Oly oumps there; perhaps by natural force rather 
than by legislation. 

Now as to the other regulations 
the y have not produced the results snticipated. They are, 
I think, evaded with impunity eae | They have not 
been saticfactory and perhaps somewhat damped, in being 
there they have been somewhat of a damper on competition 
and they have not produced the results anticipated." 

Mr. LeSueur then reads into the 
record the statement regarding his Company's attitude 
respecting Codes ant states on Pages 15190 and 15191, Vol.136: 

"Oyr experience of regulations in Canada is not intensive 
but it leads us to feel that regulations Should only 

be adopted in case some substantial evil exists which 
will not likely be corrected by natural forces within 
the industry itself. Regulations are harmful unless 
they are workable in practice and if adopted, Should be 


enforced without discrimination and equally against all 
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tate 
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He Harvie. kK. Os ieee Pie 
parties in the industry. ie reswlt.or Leck. of 
enforcement is that the entity in the industry which 
endeavours to strictly abid» by the regulations ig 
placed at a disadvantage and a canopy is held over the 
entity not observing the regulations, with the result 
that the free play of competitive forces is hindered. 
On the other hand, if rigidly enfa@rced, they may well 
have the tendency of freezing initiative ard encouraging 
inefficiency in business." 
Puce vever, eb F. 15192: 
"Ag requested by you, Mr. CGhairman, we have given 
careful consideration to your question as to any 
possible legislative measures to help the industry 
and, while we are in favour of co-operation between 
Government and industry, we feel that any measures 
which introduce rigidity and .lack of Tlexibility au 
the industry or interfere with initiative and the 
natural play of competitive forces are harmful am 
to be avoided and that legislation is more likely 
to hémper thun to aid these’ forces which, uncer 
existing conditions, are serving to produce the very 
results which that legislation would probably be 
intended to accomplish." 
Mr. Gaby, dealing with the 

matter of Regulations, says: (Vol. 136, P. 15259 and 15260) 
"Regulations applied to the industry is sure in the 
long run to be Gisastrous to the best economy in the 
Public Welfare, not only by increased costs of 
policing but the canopy it will provide for subversive 
practices and other reasons so effectively discussed 


pefore this gommission. 
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15261) 


It has been difficult where 
regulations have been adopted, to find over a term 
the equitable and impartial enforcement of such reegula- 
tions which may, in the first instance have been 
designed along ideal lines in the interest of the 
community. Abuses of privilege will sooner or later 
develop ana a situation be created that would be more 
serious than if no regulations had been adopted in 
the firstinstance. 

Regulation for protection of 
dishonest dcalings and/or practices is generally 
reeognized to be subversive to public Morals. 
in attempting to protect the public interests, 
Governments can but generalize amd such applied to 
business have not in the past produced sound results." 


Bnd later, (V. 186) Ps beso) end 


"Governmental eccntrol of price structure that would 
restrict the freedom of competition in Industry would 
be detrimental to its economic operation and would 
restrict the exercise of sound judgment in the 
furthering of the develepment in the interests of its 
cus toners. It would further create hardships by 
necessitating the reduction in adjoining territories 
not subject to swh control." 


And again,{(Vol. 136,.P. 15262 


and 15263) 


"Enforcement of price fixing by agencies of Govern- 
ments is almost imnoossible when it is not in the 


economic interest and fairly equitable to all parties. 
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This is readily understood from the magnitude of the 
problem of policing. 

~rice fixing with Government 
Seeaicnt inevitably will paralyze initiative, invention, 
adventure and enterprize. 

It must be made clear that our 
comments in respect to the regulating of petroleum 
business are restricted solely to general marketing 
operations and that we do not svegest that the 
Industry should not be subject to all such general 
regulations as might apply to any other [Industry , 

Such as compliance with all fire regulations, 
building and health regulations and town planning, 

or any other which are considered advantageous to the 
community as a whole. We are heartily in accord with 
thts type of reguletions. 

Genereé lly speaking, we feel that 
there can be little need in the Industry for regula- 
tions, their benefits do not outweigh the additional 
expense and other detrimental features and our experience 
is that regulations in effect cannot be and are not 
expelitiously, effectively and impartially enforced. 
Adoption of regulations usually results in the 
Companies that scrupulously comply with same, being 
seriously handisapped in competing with Companies that 
fail to voluntarily strictly comply with them amd 
there always seems to be-some of this type of operator 
in each community. 

Ye, therefore, contend that the ~ 


Industry is better off and the community better served, 


without regulations." 
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Continuing: 
"Naturéel economic forces are adequate to keep 
"business on a sound basis when honest competition 
"is evident and Government reguletion is only 
“justified when economic forces fail through 
"unsound ethics. 
" Governments inherently have not the 
"qualifications for control and regulation of 
"Industry when Government substitutes itself as 


tmanager of the business." 


On being questioned by Mr. Frawley: 

Mr. Gaby, you think that there should be no Govern= 
ment reguletion of any kind in this industry in 
Alberta. Is that a fair statement?" 
That is a fair statement yes. 
If we find a veriety of what would appear to almost 
anybody, to the average citizen, as unfair retail 
merchandising how are we going to stop that? 
ft shoule sey teat if you find in the: indastry untaiz 
practices that cannot be remedied by fair competition, 
excessive practices, then I should say the Government 
probably should give some consideration to such 
conditions. 

| "The difficulty as I see it, Mr. 
"Frawley, it would be ideal to have such a situation 
"if it was possible of policing. But we have got 
*the human element to deal with. We have the 
t'merchendising elemens where one man is trying 
' to increase his Volume or otherwise awd he certainly 


may cut his prices to meet a situation.” 
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Vol.136 And later: 

P.15271 & 

melons oe "Tf I thought a situation could be adepted that weuld 
"meet the condition all right. But in theory these 
"regulations look ideal on the surface but in practice 
"they have not worked out satisfactorily and that is 
“the reason why I am making my statement today." 

On a question by the Chairman: 

VOds Lo? 

P. 152896 "2 .That position seems a reasonable one and you say 
so-far as rents are concerned it is a question of 
. whether or not the rent is reasonable:and as to 
“ whether one in that business could afford to pay 
" any more", 
"A Quite right." 

VOL. Lo? 

 P.15296 & 
tr. 10297, And also in answer to the Chairman: 


"Q And do your observations equally apply to paint- 
ing the buildings, providing electrical fixtures 

" and doing paving and all that sort of thing? 

ta If thet is the prevailing custom amongst the 

" dealers we can see no objection to that as we 

* “would Wav.e to do what others are cdoing, . But 

" answering that question generally I believe that 
if there was more freedom of action within the 

if industry itself that many of thOse evils that have 
been referred to here no doubt could be taken care 
* of by a code of ethics which could be adopted by 


) + tt 
i industry through co-operation. 


THR CHATRMAN: Do you went to rest, Mr. Harvie? 
MR HARVI 2: Maybe just five minutes would be 


appreciated. 


( An adjournment of five minutes was here taken.) 


C-4 
3 
* 16,827) '= 
Revtibesriervy Leo It. OU, 
THS CHAIRMAN: We seem to be continually delaying 


WOU y: Mr. Harvie, have you much more? 

MA, HARVIES No, I have not, Mr. Chairman, 

THE CHAIRMAN: T am just asking in order that we 
may govern the length of our sitting accordingly today. 
MReGHARVIN: I do .hope to be able to finish 
before adjournment. 

TH= CHAIRMAN: Very good. I am not hurrying you 
in the very least. 

MR. HARVIS: As a matter of fact I have only 
three more pages of evidence and then I come to my own Summery. 
THe CHAIRMAN: Yese 

MR. HARVIZ=: We were dealing, Mr. Chairman, 
with Mr. Gaby's evidence and we are now dealing with the matter 


of the posted price and the Chairman asked the question: 


Vol.,137 he | CHAIRMAN : Is it not very common to have a 

P.15298 & 

P.15299 fs posted price showing the prics at which the 
" dealer sells and the tax that the public has 
e to pay?” 
Re, LOS. 


"G Then he: is selling at a price and) it sia 
i known price and if he wants to make it less, 
i all right?” 


"A  Yoss That does vreveil in many provinces and 


% as long as that posted price is not made a 
. compulsory one in which the Government under- 
a takes the responsibility of policing, to see 


" that that price is maintained, I think itis a 


reasonable protection to protect the public, 
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sia The public after all is entitled to some 


e measure of protection? 
aa rest 
Then another question by the 
Cheirman: 
POL. £57 ne) De you believe in a measure of co-operation 
P.15299 
" between the industry and the Government in 
" this dey and generation, you do or do you not?" 
"A Fundamentally in a democracy, yes I do." 
O And when I sey thet I mean co-operation as 
" distinguished from intervention, which is wholly 
. mendatory in character?" 
can ih oon teh for granted, sir.” - 
Then the Chairman, speaking of 
ethics within the industry comments: 
Wok, L357 
P,15$01L mo Well they have not made a very good job of it 
bd so far? 
"A Well we have not. I do not believe without 
_ proner freedom of action, it is possible for 
Mid the industry to do S0e when any co-operative 
i measure is attempted we are always met with the 
i. suggestion thet we may be violating the law, if 
se we enter into conference to protect our ethics 
" ‘so far as the industry is concerned,” 
He continues: 
VOL. 137 i I believe any co-operative action 
P.153512 & : 
Pe lOo Lo *between Governments and industry insofar as it is 


'for the benefit and a non-restriction on the freedom 
"of competition, I believe such a body, if the 


"personnel could be of a character such as you have 
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ie ue tO sake Ls 
"described, might be a very great value to the ‘ 
: MiMeirS Ly in eae with jay problems, providing ° 


"it only took action in case pene was maladminis- 


"tration or mealpractices which were not in the 


“interests of the community or the public," 
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Then the Chairman refers to the 


Board and Mr. Geby in reply states: 


such a body I would say would be very beneficial 
if it was acting in the capacity of en advisory 
body to any Government es to what goes on in 


the industry. 


Thet is all I am immediately asking about. 


An advisory body but without powers of inter- 
levee. wititae ealiairs of “the industry, “only 
in an advisory canvacity-. In other words a 
co-operetive capecity." 
¥es, 
I should think that even a Board of that 
charecter would heve insufficient knowledge of 
the industry to ect sufficiently expeditiously 
in order to take care of mény varying conditions 
that cel for decision within the industry at 
almost a moment's notice, Such as price fixing 
and such conditions of that kind. Lt doubt if 
any Board would act in sufficient time to Prevent 
harm to the industry.” 

Mc. Miller was asked by the Chairman: 
CHAIRMAN ¢ whet would you think of standardiz- 
ation as such assuming that the various ranges are 


carried which would accommodate the ordinary cé@r? 
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"A I think standardization is all right, as long as 

0 your standardization is based on the minimum and 

" not the maximum. 

bad Then in closing there is a summery 
of the evidence of Mr. Russell, which I think is of value. 

Mr. T. A, Russell of the Customs 

Branch of the Dominion Government was good enough to come and 
give us the benefit of his experience in these matters, and 
intimated from the evidence he had heard at least on tHe surface 
it tppeared that the three companies mentioned were leaving 
themselves liable to dumping duty in view of the way they were 


carrying on their operations. 


THES CHAIRMAN: We never had any final word from 


Mr. Russell, did we? 


MR. FRAWLEY: No, we didn!t, I do set know =-— 
TH CHAI RMAN : And no word from Dr, Camsell, either? 
MR. FRAWLEY : NO. 

MR. HARVIE: Then I come, Mr. Ghairman, to my 


summary of the remarks: and 


SUMMARY R&S; CRUDE CONTRACTS _ 

One of tne first principles and 
fundamentals to the establishment of a refinery in Calgery 
was the necessity of contracts for crude oil which would give 


security and adequacy in supplies for its operation. 


Financial risks in many cases have 
been assumed in order to obtain such @ntracits. 

with ample supplies and under the 
present system of conservation and proration in effect, - as 


to production; - the contrects have little or no effect on 
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the supply to independents who ere not in the same position, 

In the event of conservation not 
operating, then the field contracts are of value in the elimin- 
eating or mitigating of unfair practices in the field through 
discrimination in production. 

In the event of a shortage of supply 
it might be unreasonable to ask the Company that has invested 
in production for one reason or another to pool its supplies 
to the arventage of those who have no investment and have 
assumed no risk in the production of crude. 

We have always maintained that 
surplus supplies as prorated from time to time should be 
aveailsble to the independents at field price. 

It will be noted from perusal 
of the Britich Americen crude pruchasing contract (ix,132} 
thet provision is made allowing the Producer to sell the prod= 
uction in excess of that being taken by the Company in accord- 
ance with the provisions thereof. 

Mr. Bronsdon in his evidence 
stated that the investment, in order to make available these 
contracts to the Company, was in excess of $450,000., from 
which you will reslize the importance that the Company has 
placed upon the security of supplies to its refineries. 

| To summarize, I would suggest that 
the practice adopted by the verious refining compenies of 
ee for crude supply over an extended period of time 
is justified, if not essential, to protect their investments 
in refineries and to give security and adequacy in supplies 
for its operations, or, as the Chairmen so aptly put it ~ ; 


*that every refinery should be allowed to contract in order 
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Tile) May wieys , a back=loig of supply". 
The form of the contracts ard 
the manner in which they are obtained would also appear to 


be quite in accord with the views of Dr. Frey on these points. 


SUMMARY Rai CONSSRVATION, ABSORPTION PLANTS and NATURAL GASOLINE 

Gas contracts were made at consider- 
able investment of the Company to justify its ca@ital invest- 
ment for absorrtion plants to assist in conservation of the 
netural gas that was being produced in the Valley. The Company 
has expended over half a million dollars in the establishment 
of its Absorption Plant, pipe lines and investments in contracts 
to protect its future supply. Closing in of these wells would 
affect such investment seriously. 

Hvidence shows that there is no 
unanimity of opinion as to the effect that the closing of the 
gas cap would have in the production of crude, and if it is 
the opinion of the Commission that it should be beneficial 
to the crude producer, the crude producer then should be 
required in some form or other to contribute towards compens- 
ation for the investment that has been made prior to the 


acvent of crude production. 


( Go to Page 16,433 ) 
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This would ‘also apply to the investrents in 
absorption plants which were mede in good faith on the 
information then available as to the charactor of the 
field in which they were then operating. 

In Mr. Bronsdon's evidences, it was shown that the 
Company had expended approximately three-quarters of a 
million dollars in the obtaining of crude eontracts, gas 
contracts and the establishment of an absorption plant within 
the Valley. There is still a large investment in these 
assets, including contracts, as the plant has not been 
sufficiently long in operation to write off its original 
investment. 

To sum up, I would suggest that generally speaking 
the witnesses are unanimous that great eare and thought 
Should be given to any penetre cen scheme before it is 
put into effect in a manner that will adversely affect 
any vested intergst, and that any such scheme should 
carefully weigh the advantages and disadvantages t#at 
would be deriveca from it; that all interested parties 
Should be given ample opportunity to present their case; 
that present investments should be protected or those 
With investments properly recompensed, and provision 
Should be made in a manner thet would be fair both to 
those with investments in the field and to the Censervation 
Board to allow access to the pout ee 

It will be noted little has been saic respecting 
the necessity of having "Natural Gasoline" for refinery 
eperations. As I understand the arrangement made by 
Commission Counsel, this matter is being dealt with by 
correspondence between Dr. Brown and all affected parties 
and that later this correspondence will be filed and 


dealt with. 
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THE CHAIRMAN: Do you think there is 


an alternative, Mr. Harvie, to compensation in cash, 

and that is by departing from what may be the @onservation 
Board's ideal regarding the getting up of the cruds oil, 
by allowing a certain amount of natural gasoline to be 
produced from the gas-cary even though it be not idéal 
conservation, but rather ideal conservation plus reecog- 
nition of equity? 

LR.HARVIE: I think there must be 
some half-way house like that, even, lir. Chairman. Then 
What the solution is, I think, requires very careful 
study of those interested. The situation as it now is 

and as it will be in years to come in connection with 

gas from the crude wells, and generally there must he 

res?, consideration given to thase vested rights that 
obteined at a period when that was the only type of 

field there was, a gas field. 

THE CHAIRMAN: You are one of those 
that has vested rights? ‘shat is your suggetion? Money 
LS ONE? Things. 

VR .HARVIE: I would think as an 
alternative that if provision was “ade to allow sufficient 
gas from the gas-cap to allow the absorption plantsto carry 
on until such time that they are amortized or until some 
ae situation arose that they could be looked after, 

it might by a fair one. 

MR. COMMISSIONER LIPSETT: Does not that say that 
you continue the waste if yoh do that? 

MR. HARVIE: There again we refer to 
Dr. Frey's comments on the subject. He says that dopends 


on the interpretation of waste. I think Mr. Mahaffy very 
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effectively pointec out there were at least two inter- 
pretations to be: put on "waste". If you take the one 

that the Conservation Board apparently is takin; that 

the crude gas can just go and be burned once it has done 
Pvomjou, eo soon eo at hes Lifted the ofl, that is one 
Situation. The other situation is that expressed by Mr. 
Wahaffy, and it is appliesble to the B.a. plant, thet 

pert of the gas thet is processed through the B.A. plant 

is burned for either heating and fuel purposes. All the 
South end of Turner Valley, the Highwood-Sarcee hag a 
distributing system and obains its gas from that plant. 
TH CHAIRMAN: If I understand you, 

you would go the further length of saying "even though 

it is vaste you cannot get ideal conservation in consonance 
With equity *n a field in which divided ownership exists 
and was in full pley befor any “ind of conservation was 
imposed upon it? 

Min. H&RVIB: I think that is true 

if it is dealt with one way.e dnd the other way we acsums 
that the contention of the engineers that s-y that the gas 
is useful for raising the erudo in the crude area, then 

I think maybe you cam in all fairness close in the gas-cap 
as far as compensation is concerned and let the erude wells 
pay for that lifting power the same as they would for any 
other thing they use. And that wight be the solution. 

It does not solve the problem lic. Mayland has voiced, 

that that would elso do him out of the product that he 
heods. Just on that point you did ask me whether I 

agroed in all respects with ir. Mehaffy's contention, 
excepting Where I say otherwise. i think generally speaking 


iac. out at must be pointed out tha* cur evidence is 
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that we do not require the same percentage of abso.ption 
gasoline as Mr. Mahaffy's clients apparently do. 

MR. COMMIS sI Ola. LIPSSTP: Have you given any 
thought at all to, first of all, assessing an amount of gas 
that can be alloweGd without waste and then rationing the 
allowable among the various parties interested, Somewhat 
like food is rationed at the present time in war, irres- 
pective of any contract or anything else; that it is 
essential for the good of the whole country? 

WR. HARVIE: Do you mean by that that 
possibly Only one plant be allowed to operate? 

MR. COMMISSIONER LIPSETT: “ell I had not thought 
of it in that way. Have you considered the case that 

it should be given to all parties requiring it proportion- 
ately? 

MR. HARVIE: I think if the amount 
allowed is sufficient to operate a plant effectively and 
efficiently, that might be the solution. On the other 
hand if the amount allowed is such that none of the plants 
could operate efficiently, I doubt if it would be the 
solution. 

Mae wCOMUISS IO TIS wLIPos?l's Vjould you then have to 
go further and decide on the keeping open of one or more 
plants? 

MVR.HARVIR: | There Should be Some 
scherne of a customs plant thst would recompense all 
presently oxisting investment pro rata. It might be 
workable. 

VR. GOMMISSIONER LIPSETT: You have not thought 


out any concrete scheme or idea at all? 


MR. HARVIEB: There have boen a great 
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mahy schemes over the last year or two given some considor- 
ation. But, Mr. Commissioner, the minute you get into 

that you get into the realms of efigineering. You really 
have to sit down with ‘h ehgiheor bafore you can BO very 
far, I think the suggestion that possibly & round tablo 
conference of all parties rt heheted and with qualified 
advisdrs; might get suite place. 

MR. GOMMISSOMBR LIPSETT: You get some idea of 

the complexity of the problem when you have to say on 

the one hand waste must go on, or on the other, inequity 
must be dono. 

MR.HARVIE: I think you can say 
universally as far as the parties aftected are concerne!,- 
it cortainly applies to our company and I know Mr. Mahaffy 
‘made a Similar statement, - that we all went to do eyerything 
Within reason to eonserve to the utmost, coupled with 

What is fair and equitable. 

Me COMMIS LO) ak LIPSETT: Mr. Mahaffy's point of 
view is that in doing that they are going to wipe him 

Cute 

WR eHARVIB: Not if they conserve to 
what is fair and equitable. If they conserve to engineering 
nicetics, then he would be wiped out. 

MR.COMMISSIONE? LIPSEIT: Thet brings you back 

to what I wes more or less putting tu you, that thers must 
be ther some engineering waste in order to do equity to 

him. . | . 

MR. HARVI2: I think so. Mind you, I 
think there is enginecring waste in the gas that now comes - 
from the crude wells. Surely to goodness just because it 


has lost some of its pressure does not make it invaluablo. 
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MR. COMMISSIONER LIPSETT:; | It has always seemed 
to me during the time I have boven in this Province, it 
wes a very great waste to seo all of that gas going off 
into the air, through the last number of years, and 
everybody, I am sure, feols the sane, 

MR.HARVIE: Yes. 

THE CHA TRMAN: You say under existing 
conditions the evidence is that in the crude oil area 
when the gas has served its purpose of propelling eil 

to the tcp of the ground it is let to essaps into the 


air and burned. 


MR.HARVIi8: That is the facet, I 
believe. 
THE CHAIRMAN: And you say that that 


is wasting what could be obained from it..... 

MR. HARVIE: You could obtain 
approximately 50% as much absorption €#SOline from 

that as you do from the gas-cap, aceording to the evidence. 
That is one thing, It has also got fuel value, and it 

has also got power value. Mr. twayland's evidence is 

that he uses that gas for the operation of his plant. 

We use a lot of it for the operation of our plant. 

MWR. FRAWLBY: Does hire Harvie know 

why that is going that way? why is it not being used +0 
get this lesser quantity of natural? 

VR.HARVIE: nf think the evidence is 
quite alear, it is all a matter of economics; that the 
crude producers are not just quite certain of their 
position as to what effect it has on their individual 
wells by back-pressuring that gas sufficient to maintain 


the pressure that is reguired to put it through the 
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absorption plant. 


TH CHAIRMAN: Agein ongineering. 
MR. PRs LSY: Therefore there is a 


Serious engineering problem and perhaps you cannot just 
say there is a value there, unless all these engineering 
problems are ironed out. 

PReHARVILISS There is no evidence, 

I submit, to show that tho value of the work that that 
gas does in lifting theerude is, in dollars and cents, 
more than what could be reé@overed from an absorption 
plant. Iam not suggesting it is. I do not kno. But 
I say there is no evidenes on that point. 

MR. GOMMISSIONER LIPSETTs as there not some 
suggestion that itwas not worth the cost of collecting 
It at the present time, from a business point of view? 
MR. HARVIE: There is that suggestion. 
The evidence is as the erude wells become older, the 
absorption gasoline content in that gas becomes greater, 
and that with a nev well the gas has not as much value 

to the abSorption plant as an olderwell-e- But the wells 
are seattered and vith varying proration - tne minute I imagine 
thet a field is prorated back to 14,000 from 
26,000 berrels that the gas pressure possibly would 

be increased.. 

THE CHALRMA IE: | Ape you all agreed, 
under the existing contracts covering the life of a well, 
that that gas that remains could be sold to anyone; or 
is it covered by the contract*® 


MR.HARVIB: On the gas purchase 


contracts, whether it can be.ee>e-. 


THE CHAIRMAN: No, the oil contracts. 
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You have contracts with individuak producers for the 
Sale to you of whatever their well produces. 

MR. HARVIE: I can speak for our 
company, ir. Chairman, that generally speaking where we 
contract crude oil we do not at the same time contract 
that gas; simply for the reason that until we know the 
economics of it we are not thn a position to. tie are out 
looking for crude gas and onee the situation justifies 
it we undouttedly will endesvour to contract it. 

THE CHAIRMAN: Fhe existing situation 
is you have not got it tied up? 

MR. HARVIB: No. 

THE CHATRMAN | And if they want to 
sell it to someone who will take it..... 

MR. HARVIB: There is a dofinite 
effort to rectify that situation as quickly as it cm be 
doné. 

MR. COMMISSIONER LIPSETT: Are there any wells 
tied up to give you the gas if it is ever of commercial 
value from which you are in fact not taking at present 
the gas? 

i. WATT: Yes, one or two 
instences. 

MR. COMMISUIONSR LIPSETT: _ That is where thoy are 
not worth taking the gas at present, is that m, Mr. ‘att? 
MR. Ws:Tr: Where a.: well has not 
sufficient pressure to put the gas into the gathering 
Lines. 

MR. COMMISSION: 2 LIPSETT: If it ever becomes 


possible to colleet it you have contracted you will 


collect it and they will sell it? 


se hci an BEN via lei bivtont oko? prone : 


yeh 


ia! 


vl ce Mev buti ithe cago ee ho), ions ot 


i Alef atysh ’ 


enereg § $ ae. “phones watt i 


« 


we te oo ae ce 4 stn 
oo Bg a 


load ad a ae 9,0 ob. eit Pho atid 


a 


se ete SS 


Blas nigh Peres AOt & nt fon wre ee oO: 19.8 
hy A ines f ss 


fl)! Diaisuiia be: nla nant see a. asi a0 


r' Ere 


ae ie byes 
te 


maoneretsth G FH voehne, td ew eh 
% ae eyo oe 


we Ve ia * ho * Pa a pny / 
ee, ene AS ct Ok 
Poe us 3 ae neo Se ieee 


> ae ae iy Tao ware oa sotiee ie) | ; > 4 Py 7 | 
ee eee wane, ONRE Cf ee sat oa 4 


owns Hy hak Ny hs 


CH HR te ee 


Be sociale Foe, at wine ct 
ad (im ate vliskip We oR out le ate stig aK 


, oh: ee in Ce ee ; 
kage vs een? enh” AIS sie -ihwenta ie oe 


2 ’ 
ey 


Pa wey 


f 


pate nia ys Hut ‘he 


nb 2 peg 4 aaah : 


Samus one alone ost 
Pees TO ears 


t 


erie eae eee Wet | Y).| . 

Jon Riess as e | 
qa fi hod 
phewbutes, bah Shit oe tin ose 


a Syewe ge 


uel Ss i sf 
som OS all 


Baa “E oe Dee bar ee td 


T-4 


g 
-16,441- 
HeLeHarvie, K.C.. 
Mr. WATT: Yas. Matin one 


meantime another company should wish to take that gas 
we cannot stop them. But if the time comes when the 
contract is still available we shall. 

MR. H*‘RVIE: Anything elses on that 
voint? If not I will proeeed to my summary on field 


price. 
SUMMARY re FIBLD PRICE 


A great deal of evidence has been heard in con- 
nection with the posting of the Field Price and it is well 
that this has been the case as we consider it is a matter 
of the utmost importance to all branches of the industry 
as well as to the public that the price for erude should 
be a fair and proper one. 

We are of the opinion that the maminer in which 
the present posted price was arrived at was a proper one, 
having in mind competing crudes, the extent of the market 
to be supplied, the requirements of the refiners and the 
interests of the producer. “Je agree that, in order to 
give effect to these factors and to maintain a sound basis 
for establisning the Field Price on crude that recent 
changes would justify the increase in the posted Field 
Priee to 61.28 es suggested by Mr.LeSueurs 

Our Compra ny is continually watching changing 
sonderi one that might affect the posted Field Price and, 


as stated by Mn Miller, if at any time we should come 
to the conclusion that the price aS posted is not an 
equitable one, we would endeavour to sec that a new 


price was posted to give effect to such changes. 
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PIPE LING SUMMARY 


It would appear that while the present situaticn 
is such that the pipeline to Regina might be justified, 
this project has not yet developed to such a point that 
consideration can be given to its effect at the present 
time. 

This, I believe, is an appropriate place to deal 
with one other matter related to the subject of the pipe 
line and that is the recent reduction in the pipe line 
transportetion charges made effective as a result of the 
preliminary report of this Commission. 

This reduetion amounts to 54¢ in respect tc crude 
moved to and consumed in Calgary, Peing the reduction in 
pipe line rate from Turner Valley to Cal,;ary. There is an 
additional 2%¢ reduction on loading charges, which, as far 
as our Company is concerned, and I think generally speaking 
the same situation exists in regard to other compenies, 
applies only to crude moved out of the Provines, such as that 
moved to our Company at Moose Jaw, the Iiperial Oil at | 
Regina and the Anglo-Canadian at Brandon, making total 
saving of 8 cents on crude shipped by tank car out of 
Cale-rye 

It has been asked how this saving in cost of 
erude delivered to the refinery doorsshould be dealt with. 
The evidence, I think. clearly establishes that such 
savings in transportation should be passed on to the 
producer, a we must therefore deal with savings that 
have baen in foree from the effective date of the Order, 
that is the 3rd of July last. In the case of our Company, 
from the 3rd of July to the 30th of November last, inolusive 


(that is the time the reduction in pipe line rate has beon 
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in effect) there has been delivered to our refinery through 

the pipe lite a tbhtal of $98ja56 berxvels of erude of which 

400,922 have been re-shipped by tahk eax to Moose Jaw, 

leaving a balance of 597,311 barrels consumed or stored at 

the Calgery Refinery, which is the greatest figure that 

could be considered as arplicable to Alberta business - 

‘that is 597,411 barrels - as even if.all-this was.ref ined 

at the Calgsry Refinery, a-considerable portion of the 

products are shipped from that refinery to points outside 

this Provinces. I think Mr. Geby's evidence was 30% approximately. | 

‘I do not believe -it is.within the purview of 
this Commission to deal with anything other than crude 
used in &lberta operations. I will, therefore, .take 
this latter figure to arrive at the saving that has been 
effected by our Company through the reduced pipe line rate. 
This saving of 5¢ a barrel on 567,504 barrels amounts 
> OSL;012672% 

I am using my old figures and will readjust them 
agein. 

Future savings will be dealt with by the new field 
price when posted, by passing the full 8 eents on to the 
producer. ‘lg, therefore, have only to deal with the said 
Seviny,. of. 631,512.72 

Then to adjust those to the correct figure there 
should be adged 1,929.51, making approximately 353,000.00 
odd. 

It has already been pointed out that through price 
reductions that have been granted the consumer in July and 
October lest, a great deal mors than this amount has been 
already passed on to the consumer, with the result that 


we contend that any saVing effectea by reduction in pipe 
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line rate has been more than offset by price reductions 
to consumers. 
There is another vay the matter might be looked at. 
In all the figures submitted to this Commission as to 
opsrating costs, etc., as far as our Company is concerned, 
no figure has been included to cover the eost to our 
Company ineurred in connection with the hearings of this 
Commission. This has developed into a very substantial 
item and ohne that must be given consideration to. In 
our case, the costs incurred in this connection have 
exceeded the amount of the saving realized by our Company 
through the reduction in the pipe line transpartation 
chargé. In view of these situations we submit that 
this Commission would not be warranted in making any 
recommendations that might have the effect of dealing 
with these so called savings otherwise. 
To give the Commission an indication of the 

extent of the reductions put into effuct in Alberta 
this yeer; I am advised that the actual reductions 
‘in selling prices on white products in slberta in 
the year 1939 to déte, after making allowance for 
reduction in freight rates, the actual ieduction in 
the sale price per barrel of crude amounts to 19.05 
cents per barrel. Comparing this figure of 19.05 cents 
per barrel.with the 5.50 cents reduction in pipe Line 
transportation, it will be realized that the industry 
has already passed this saving on to the consumer a 
good any times over." 

SOM SSLONS? LIPSEET: Do you still say 91.28 
may be taken and posted as the fair field price? 


MR .HARVIB: Yes, I think to be 
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consistent,’ on the basis that ficld prices are arrived 
at, 1 think that me the correct price and I have no 

doubt in due course it will reach thats. There have to 

be a lot of adjustments and these things do not happen 
overnight. 

THE CHALRMAN: Ars You suggesting that 

a portion of that increasod Tries te the producer be 
retained to cover costs? 

Mo. HARVIE: Well I doubt very mucnh,, 
Mr. Chairman, if any new field price will be made retro- 
active. I think the usual procedure ise.... 

TH CHATRMAN: Then what are you 

suggost ing? Here are those costs coming from that you 
are talking about‘ 

MR « HARVIG: I just state that 
»06,0004600 is the saving we have effected to date in 

that 52¢ end it could be made applicable. 

THE CHAIRMAN: You say this Hearing 

has cost you more than $33,000.00? 

WR .HARVIW: Oh yes, Iir.Chairman. AS an 
elternative, I suggest that the cuts that have beon put 
in this year alone; in July and Cetober, amount to 19.05 
cents a barrel, and this cut of 5° is approximately 
one-third to one-quarters In fact we have passed on 
threes to four times as much to the consumer as we have 
Saved or ben€fited by that 55¢ © pipe line cut to date. 
MR. COMMISSIONER LIPSETT: In other woras, 

during the time this has been taking plaee, you are 16 or 
14 eents: worse off per barrel» 

MR.HARVIE: Yes, exactly» 


MR. COMMISSIONER LIPSETT: That is why I asked you, 


a : 
Sif es ; 
ra 
° i 
of 
‘ anage os 
. a 
. Ce 
¢ 


“ 


f rf 

= “4 fe 
@ o aie 
eres 


4 . 
te As 
' 
ee 
Jot 
.- ei. 
tent, 
mt Rent 
= 
‘ Pee 
om 
“s 
eRe fone & 
pels 
A 5 
4, 


ae | e 
: “ 
‘ 3 
Bhi 
ac) 
care | 
it 


“ 
2 
wisivn 
wg aie, 
end 
2 
cer 
ot 


> 
Seg Bias 
ped Z 
oe ” 
care . 


— 
, 
. = 
oa 
at mt 
~ 
' ‘ . 
ie < * 
mA 
ee 3 
x 
: ‘ a i ~ 
« ee mr 
s . ci 
-° Folks . 
f é 
Sine oe. 5 


ones 
ees (he 
a: a 


ee 


ov. 


a 
‘ 


~ 


oe 


T=4 
L4 


-16,446- 


B. Le Harvie, K.C. 


it does not follow from that at all that the field price 
Should be inerecased 8 cants. In fact it would be an 
argument very much against it. 

VR -HARVLE: You are dealing in one 
ecaSe With realizations:and I do not think field prices 
necessarily have much to do with realizatiorson the sale 
of the products. I think field prices are properly set 
on a competitive basis with other crudes. And while it 
looks as if we are being sgquecged both ways, I think 
that is inevitable and we will have to accept it. 

TH: CHAIRMAN: well supposing we 
wanted to pay your costs; supposing we assumed that 
what you had got from not passing on this pips line 
reduction to the producer - which Mr. LeSueur says is 
the logical thing to do - did not more than compensate 
for any costs you have béen put to, where do you suggest 
it should @eme from? 

MR. HARVIE: The general treasury 

I presume is the only place I can suggest. 

THE CHAIRMAN: I just wanted to know 
What your suggestion eee 

WR -HARVIE: Thevye are other places 
it ean come fro: other than the producer by not passing 
on the pipe line saving, although quite frankly I do 

not think our Company wishes to have our costs paid by 
the producer, ©&S suche That is speaking purely on my 


own initiative. I have no instructions on that. 
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MAJOR LIPSET?: If you take the increase of the 
#120 as inevitable, apart from anything else, the fact that 
you have not passed it on until now or scme future date would 
meaa that a great deal of your costs have already been pro- 
vided for. 
MR. HARVI: That is an alternative way of keok- 
ing at it, Mr. Commissioner, i say that there have been 

three or four times that thet amount has been passed on to 


the consumer, the purchasers of products, three or four times. . 


MAJOR LIPSETT: But for an entirely different 
reason. 

THE CHAIRMAN: Yes. 

MR. HARVIE: Oh, J grant that, but when you 


are comparing our returns and our profits and our position 
this year these things have to be teken into consideration 

and adjusted and I say you can put it any place you like. 
MAJOR LIPSETT: I quite follow, the effect of your 
argument is this, es I understand it, ethieally or under the 
competitive system, as soon as the pipe-line reduction took 
place the field price should have been increased to 51.28. 

MR. HARVIE? Well I would sey the factors then 


commenced working which would ultimately briug that about. 


MAJOR LIPSETT: Yes, and if you had been fortunate 


enough to retain that extra 54 or 6 cents from then until now, 


That might fairly be considered as a contribution towards 


your costs. 


MR. HARVIE: Tt is just. the comparison If make. 


I do not ear-merk that money for that purpose. 


MAJOR LIPSETT: Ch, no, but the rise would have 


that effect, m twithstanding the fact that you had been 
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getting less margin in your operations in the province, 

WR. HARVIS: Yes, I think they are arrived at 
in two different ways, the field price one way and the realiz- 
ation on the other and we are squeezed in between and that is 
one of those ineviteble things that allow us to have a better 
return in the good years. 


Then summary re refining. 


SUMMARY  Rz: REFINING | 

Our Company is not directly 
interested in crude production or pipeline transportation 
operations within the Province, but has a considerable 
investment in some of the wells in Turner Val ley. It also 
has its absorption plant in the Valley and its crude and gas 
contracts. however, for all practical purposes, I. believe 
it might be stated thet our operations within the Province 
start at the refinery door. 

Subject to its obligations under 

purchasing contracts, the evidence is that it buys crude on 

the open market where it cm be purchased the cheapest, 
regardless of its interest in any producing wells. 

The Company's refining experience 
within the Province has been limited to its refinery at Coutts, 


which ig now closed down, end its new Refinery at Calgery 


which has only been in operetion for a comparatively few months, 


with the result that any figures that have been or could be 
supplied by the Compeny would, at best, be not much more than 


estimates. Tt has, therefore, been necessary to rely on the 


experience of others opersting in this Field, the estimates 


of the Company's officials and the Commission's expert, 
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Dr. Brown, who in his evidence stated that he hac insp ected 
our Company's new plant and that, along with the operations 
of the other Company into whose affairs he had examined, the 
picture was not an unreasoneble one, 

We submit that it is apparent 
from the evidence thet the Company was fully justified in 
erecting its refinery in Calgary at the time it did; that 
the refinery is operating on an efficient basis and that it 
is one of the fectors tending toward thet competition which 


is so essential and advisable in the industry. 


SUMMARY R= MARKETING 


rT ae earner ot 


tT will first deal with some 


specific items. 
DUPLICATION OF OUTLETS _ 

We submit thet while there seems 
to be the opinion that there is excessive duplication in 
retail or wholesale outlets, the evidence clearly discloses 
that this is actually not the case and that the situation is 
such that the natural forces that inevitebly come into play 


Will leok after this situation satisfactorily. 


DROMS 
We submit that the practice of 


providing drums free of charge to the farmer is not a sound 
One, but that this situation is now rectifying itself. If 
any action were to be taken it is suggested that the existing 
supply of drums should be sold at their current value and 


thereafter the consumers should be required to supply their 


own receptacles. 
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FARM DiLIV ARIE 

We submit that the practice of 
giving free deliveries to farmers is not a sound one but that 
here, again, the new, more up-to-date systems of distribution 
being inaugurated by numerous companies is gradually rectifying 


the situation, possibly as rapidly as is adviseble, 


COMMERCIAL CONSUMERS 

we submit that the practice now 
employed of giving special discount to commercial consumers 
is usual and proper and that if any change is to be made, 


it should be that the discount be dispensed with rather than 


extended, 


STAN DARDS 

We cubmit that there may be no 
theoretical objection to establishing standards for various 
grades of products being sold, but that from a practical 
standpoint such a pre tice is fraught with difficulties and 


should not be attempted unless, along with it, an ad®quate 
policing system is also provided for. 
JOBBER 

We submit thet the jobber inasmuch 
as he is already established, is a real factor in the compet- 
itive system and in these circumstances his existence is 
justifiec. 
UNDIVIT =D DEALRS 

We submit that the practice of 


encouraging undivided dealers by special discount is sound, 


increases efficiency and thereby reduces costs and extends 
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more efficient service: 

MR. FRAWLEY: Mr. Harvie, just on that, I made 

a note this morning that Mrs Miller would discontinue the 

Pe eBeehesdigats you Say that? 

MR. HARVIE: Yes, if there was a proviso there. 

Mre Miller just made the statement that he would be willing 

to dispense with the A. Bs A. 1 cent discount providing all 

Sracrs didg  I'will read it: 
n Speaking personally for our 
"company JI would have no objection to the authorized 
"Buyers Agreement being discontinued and the dealer 
*being sold at tank wagon markets and we will sell our mer- 
We ates 2 on its merits, we will take our chances with 
“anybody elsuv as to being able to create that consumer demand 
"for our products to take care of the sales we wish to 
wmoke, ™ 

MR. FRAVLOY: Who is going to start? Mr, Miller 

should start it. 


MR. HARVIE: PRICE 


we submit that the evidence 
discloses that through the intensive competitive system now 
employed throughout the, Province in the marketing of Petroleum 
Products, the consumer is getting an equivalent or better 
product at a considerably Per titi dcr than in surrounding 


territories which might be considered comparable. 


CAPITAL AND PROFITS 
We submit that the capital 


employed by the Company in its marketing operations is reason~ 


able and that the rete of return the Company has received in 


past years or in any one yeer is low, 
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GSN URAL 

We submit that the marketing 
operations of this Company are being carried on in an 
ageres sive, efficient and economical manner, which renders 


the consumer effective and satisfactory service at a most 


reasonable price. 


SUMMARY RE COMP2TITION 

We submit that the public is 
best served throveh this industry's operetions being carried 
on under the competitive system- that there is actually 
true and keen competition of e neture that ellows the system 
to work effectively, and that any undue interference by 


regulations or otherwise would only dereat its own purpose, 


SUMIVIA RY RE TAXATION 

We submit thet the petroleum 
industry as a whole and particularly its marketing and 
consumer divisions are being subjected to unduly high special 
and direct taxes that are out of line with taxes derived from 
other industries, with the result that an undue proportion 
of taxes is borne by that portion of the public of this 
Provinee that requires and uses motor vehicles. 

We submit that undue taxation 
of this neture 3s detrimental to the industry and may be 
carried to a point that will defeat its own object by being 
responsible for the maintenance of a price level that 
discourages increased consumption, and that taxes in this 
Province on this industry are such thet would warrent this 
Commission in recommending that the matter be referred to 


the proper authorities for review and remedial action. 
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SUMMARY R= CAPITAL 


We submit that the capital 
expenditures made by our Company in this Province have all 
been justified and are ressonable in amount, and that the 
emount of capital on which we are entitled to a fair rate 
of return is thet sum representing the value of the property 
which can be proved to be capable of use for the benefit of 


the public. 


( Go to page 16,454 ) 
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SUUMARY ~ KE: KATE OF RETURH 


It is submitted that the 
Petroleum Industry in all its branches is a hazardous 
One and, as such, is entitled to a rate of return com- 
mensurate with the risks taken. iir. Bronsdon in his 
brief (ix.475) has outlined sone of these risks. To 
illustrate only one of them in refinery operations re« 
ferred to by ur. Bronsdon; that is the change in the 
economic supply of crude, we have only to refer to our 
own operntions. 

It wes the judgment of 
The British American Oil Company, Limited in 1943 that 
investment ine refinery ut Coutts, .»lberta, was a sound 
and economical business venture, in which it would be 
possible to amortize the capital investment before 
economic forces could shift to a point that would re- 
quire the abandonment of the processes in use, or the re- 
finery at that particular location. In order to economic- 
ally transport this crude, sire Bronsdon has pointed out 
that a pipe line was necessary from the Cutbank Field, in 
which the Company had crude production of its own to the 
location at Coutts which was constructed at an estimated 
cost in excess of $150,000, along with a refinery costing 
in excess of $550,000 at Coutts. 

Fortunately, the Company 


has been able to dispose of its crude which it had in the 


Cutbank Field to others- The plant at Coutts was replaced 


by the refinery at Calgary, at a cost of, up to the period 


the evidence was given, of $1,500,000, which may reach 
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«8,000,000, before completed, in orfer to compete with 
the new Turner Valley crude which was available in 
Alberta. 

The same judgment prompted 
the construction and investment in an absorption plant 
and gathering lines for processing gas in the Turner 
Valley field, at an expenditure in excess of $350,000, 
which, due to the curtailment and conservation orders 
placed by the Government, has been curtailed very greatly 
in its operations, and it is doubtful whether earnings 
sufficient to umortize the investment can be realized. 

We consider that capital represented by investments such 
as the above that become no longer useful through no 
fault, or possibly even error in judgment, of the Company, 
should be given consideration to, either by allowing it to 
remain in the capital setup, or looked after through a 
more generous rate of return. 

And we submit that the re- 
turns suggested by Dr. Brown of 15% on plant investment, 
6% on inventories and 7% on accounts receivable are the 
minimum that should be considered, and that possibly in 
view of the extremely uncertain, varying and hazardous 
conditions of operations in any young, comparatively un- 
developed and sparsely settled Province, such as Alberta, 
the rate suggested by iu:re Bronsdon of 15% on the entire 
capital employed in the industry in the Province is a more 
reasonable and equitable one. 

we would again point out, 
in view of all these Perea that are met with in this 


Province, the necessity of looking at the rate of return 
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@ company receives over a period of years, we submit 

at least ten, rather than that received in any one year, 
so as to allow the industry to average a reasonable 
rate of return over both good and bad years. 

This return should be 
figured and allowed not upon the depreciated capital but 
on that amourt of capital that is properly and usefully 
employed by the industry within the Frovince. 

Mre Nolan in his summary 
illustrated the effect that the July and October re- 
ductions, put into effect in the year 1939, would have 
on the rate of return as applied to his Company. He 
stated that the rate of return as estimated by ir. Cottle 
was 10.5%. Giving effect to the two reductions mentioned 
aggregating $141,000.00 the rate of return would be re- 
duced to 7.59%, 

I thought it might be of in- 
terest to the Commission to give comparable figures as far 


Q8 our Gompany is concerned. 

In all cases the capital set-~- 
up taken was that used by iir.e Cottle. It was arrived at 
on the basis of the net depreciated value of the capital 
assetse Our Company's estimate of its rate of return for 
1939 (Ex.479) was 5.87% and, after giving effect to the 
price reductions to date which aggregate $85,901.12, the 
rate of return would be reduced to 3.97%. 

I might say, mre Chairman, 
that that figure of $85,901.12 being the reduction that 


effects our Company is not in evidence either. 


The Chairman asked tir. 
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ijolan if the reduced rate referred to by him of 7.59% 
had taken ihto account the new agieeme nt: with the 
railways, to whith Nx. Nolan replied that it aia not. 
In this éonnection it should be pointed out that the 
so-called agreed changes rate with the railways ohly 
affects the operations cf Imperial Oil, ieColl<Frontenac 
ond the Hi~Way Refineries of udmonton, these companies 
being the only ones carrying on their nperations in a 
mamer that will allow them to fulfill the vequirements 
of these agreements; It will therefore be seen that no 
further adjustment is required in this respect in con- 
Sidering the estimated rate of return of our Company. 

In comparing the rates of 
return being received by the Imperial Oil and by our 
Company it should te pointed out thet, while our rate of 
return appears lower than that of the Imperial Oil, these 
figures cannot be considered as comparable in view of the 
method employed by Mr. Cottle in arriving at the capital 
value on which the rate of return has been figured. He 
has used the net depreciated value and as the Imperial 
Oil assets have on the whole been in existence for a 
longer period than those of our Company, they have been 
Subjected to a much greater depreciation, leaving a 
relatively smaller capital value on.which the rate of 
return appliess 

In this connection, we 
would again point out that we do not agree with the 
basis that Mir. Cottle employs in arriving at his figure 


of capital employed. One great objection to it is, that 


wt 
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working on his basis, the rates eae ee to give an 
average over all rate throughout auy period, might vary 
from 30% to 1%, depending on the age of the plant. 
SUMMARY hag <M CAS EN Oe a eel ole 8 at 

In my summary on ijarketing 

I have already dealt with such items as «+ 

Duplication of Outlets 

Drums 

Farm Deliveries 

Commercial Consumer Accounts 

Undivided Dealer, and 

The Setting of Standards, 
and now submit there is nothing in respect to any of these 
items requiring Government interference by regulation or 
Otherwise. 

We submit that any advan- 
tages that might be derived from regulations requiring the 
fixing or posting of prices are more than offset by the 
disadvantages. 

Je submit that all legis- 
lation and regulations now in effect should either be 
strictly enforced or done away withe 

In addition to the existing 
Provincial Regulations there are now regulations under 
The Customs Tariff Act- We submit that so iong as there 
are such regulations they should be effectively enrorced. 

We submit that legislation 
of the type of The Combines act should be clarified and 
liberalized so that it will not tend to prevent proper 


and effective co-operation within the industry in respect 


. 
= 


=| iy hE 


de Ay Ae gute eh 5 


feilayay ee cee, 


al) ree ees y 
2 Soe eo Chit Reg ahh ae Bra 30s) Bee 
Athy cae eal aoinepetapnl, 


:  atadialae ‘— a, ; 


vit in pike: e a 


Ae ~ 
vd ; 


ae en NK Gar ae 
Wiech ho BE a eB Be 
£ as + 
ery ieee E Bea oe wet. a AS SE A 


. joe phi poeks Sie 3 
; per : tetas ye ale one os avenue eee 
| oe ane Hye Pda het ie te ee ae Bob ee Tee 
“te that ae gag? RS 0% RS alt i ee il 

in ge are sate aaa Sah Dagan setae sas ognnichuens anid 
eas ht sale eg isabntaonboewotne Petereee, | 


A ea aes 


Swen ae Wabi oRe PR cits a <aPOk: Yteto. ame dad ae 
Breast ws eosin dee rete abit st agin igliegarincaen 
go? Sheltie eta aaaeametaa. she EY aie OR 
= et ab erartind?) tte veg Gadi to: we 
hte Like 2h wed tost Rentals 
Yotdaed 0 Vv Rent ial GRRE Ri kerendo hot: ee a 


‘ee 0h 7 


ire Po | 7 - = ff 


“iil Bae Ruler Bee 


Dato ty” NieVem Ties 


Ee Le Harvie, K.C. 


C5a 
6 


~ 16,459 - 


to matters that can best be dealt with in that manner. 

“Ve agree that this in- 
dustry, like any other industry, should be subject to all 
general regulations such as compliance with fire, build- 
ing and health regulations, town planning, and others of 
general application, but beyond this point we submit that 
with conditions as we have found them as a result of this 
inquiry, any interference or control by a Government 
agency of any kind is not warranted or advisable, and that 
the industry is better off and the community better 
servea without such interference, regulation or control by 
the Government; that Government interference is only just- 
ified in case of emergency and then only for that period 
and to the extent that may be required to rectify that 
particular situation. 

We agres that co-operation 
of the right type between the Government and the industry 
would be beneficial, but care should be takem that this is 


in a fom that will engender mutual confidence rather than 


otherwise. 


(Page 16,460 follows) 
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Hele Harvie, Hse Ce 
THE CHAIRMAN: } Mre Harvie, in view of 


What has been said on that subject it struck me as somewhat 
significant that in time of war, for example, there just 
seems to be no question at all but what Governments must 
intervene; that this competitive system just does not 

seem to protect the public, it is thought. Prices rising 
daily so the Government steps in and says that they shall 
StOPe And what do you say about that? 

MR. HARVIE: I vould say that there is 
no evidence of that at the moment as far as this industry 

is concerned. 

THE CHAIRMAN: The principle is just the 
Same Whother vitseis oil or flour or sugar or bacon or lard. 
MR. HAVIE: I think that is covered by 
the last phrase I used there in the conelusion, "that Govern- 
ment interference is only justified in case of emergency and 
then only for that period and to the extent that may be 
required to rectify that particular situation." 

THE CHAIRMAN: Wheat Ieam-esking you: iss 
Why would not a freely working competitive system serve at 
all times? why times when Government must interfere 

and say that the competitive system shall not have full swing? 
Why is it ever necessary if it functions in the fashion that 
has been described to us, and indeed as Dr. Frey has pointod 
out, why should it be that the minute you come to times of 
stress, it seems essential that the competitive systom be 
immediately interfered with? 

MR. HARVIE: I think theoretically there 
is no reason why that situation should arise in times of 


Stress but practically apparently it does. But I see no 
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undue evidence in Canada to date as a result of this War. 
THE CHAIRMAN: | You have Boards in Canada 
saying eee not. 

Me, Fenvin: . That may be the reason. 
But therd {8 no Board as far as this Industry is concerned 
and there has been no 6vidénee since tha War started that 
there has been anything but reductions. 

THii CHAIRMAN: I am not talking about 
oil at the moment. I am talking about the competitive 
system, which you have said should not be interfered with, 
certainly not except ih those cases which Dr. Frey outlines, 
as I understand you. Then I say, "How is it that it does 
not work sometimes seemingly? If the competitive system 
is the fine-working, well-oiled machine that automaticaily 
takes care Pons in the long swing, why is it that there 
is ever a chance for profitecring and that there must be 
Government interference? Why does not competition take 
Gere of it?" 

MR. HARVIE: Possibly the answer to 

that is, we will take the munitions business. Alot ot 
Plants normally in the machinery business convert themselves 
to the munitions business. 

THRE CHAIRMAN: But take sugar and lard. 
MR. HARVIR: : I do not knowe I cannot 
tell you the reasone I do not know as far as that is 
Reiscnned. 

THE CHAIRMAN: Thank you very muche 

Who have we next? 

MR. FRALEY: | Mr. Mackenzie has beon 


Waiting at my request most of the afternoon and I take it 


{ 


on 


Ny 


c 
hire 


AA 

aA, 
s : i} 
4° , 
* 

thas 

ar’ ‘ 

Nae p= 
5 at 
we 


a 
Ww 
ey 
atest 


MA 


4) 


ae 
Ne 
4 

5 


, 
He 


4s pha 
vs) 


- 4 - 
Cian oe 
. 
* 
~ 


a 


T=5 
s) . - 16,462 - 


Mr. MacKenzie will now follow. 


THES CHAIRMAN: And who follcws him? 
MR. FRAWLEY: Then Mr. Plotkins will 


follow Mr. MacKenzie and Mr. Brownlee will follow Mr. Plotkins 


and then Mr. Devies and that is all other than my humble self, 


( At this stage the nearing was adjourned until 10.30 &. M. 


12th December, 1939-6 ) 


y 
MCAS 


Dee AS fe 


f 


olka aise Dene Sepia Ree 


ac 
a 
i ; sah ig 
; Neto Ts } 
. ru 
ay or ed bar 
am Yall i Da 
a 
¥ ‘7 
y : 
f ; iat 4 wel rien rm 
Tt Wiis vs Ave ea 
git pe A y ai it ee 
a | ‘ai na ity ia we 
i va iy 1a ov] 
Mie Ae ey « 
en ran a y ne | i" ni. 
- 7 i 
- 


TM yi ; 7 La PAN 


i 
5 


j ¥ seats : ae 
| ea peat 


re ae 


Tiny ve fronince of Alberta 


IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 


—and— 


IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 

and Petroleum Products 


Commissioners : 
The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 
—and— 


L. R. LIPSETT, ESQ. 
Session: 
“CALGARY, Alberta__DBO@rHER 12th, 1959 


VOLUME _ +8 


FINAL ARGUMENT 
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fO.00 #2. M. Session, 
eae ria December, 1939, 


TH? CHAIRMAN ¢ All right, Mr. MacKenzie. 
fee eh. 9%. MACKINZ IE, Ke Ce? Mr, Chairman and Mr. Commissioner, 
I have a written submissicn that I propose to stay feiray close 
to and I thought it would be better to give you each @& copy, 
therefore, I have placed one on your desk, 
SUBMISSION BY COUNSEL FOR THE 
__STHYL GASOLINE CORPORATION _ 

the Bthyl Gesoline Corporavion 
is an American Corporation incorporated under the laws of 
the State of Delaware. It is the holder of Canadian patents 
eovering - 

(a) a Gompound known as fthyl fluid; 
(b) a motor fuel composed of gasoline and the said fluid. 

The Canadian patents were issued 
in 1925 and the Corporation has for a number of years been 
engaged in the United States of America at Baton Rouge, 
Louisena, and Deep Water, New Jersey, in the manufacture 
and sale of the fluid. 

It is easy to understand that 
the Corporstion could not manufecture a sufficient amount 
of the motor fuel comnosed of gasoline and fluid to supply 
the public demand end the Corporation does not manufacture, 
refine or sell any gasoline. 

The Corporation sells the Ethyl 

fluid which it manufactures to such refiners of gesoline 


as it licenses to mamfsacture its patented leaded gasoline 


and the Corporation does not sell the fluid to any person. 


other than refiners of gasoline to which it has given licenses. 
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The Order-in-Council setting 


up this Commission asked the Commission in paragraph 1 (f) 


to enquire into the operations of the mthyl Gasoline .Corpor- 


ation in Alberta and the effect of its licensing system upon 


the refining, distributing end merketing of petroleum products 


in’ this Province. 


the Programme of Enquiry of 


this Commission deals with the business of the Ethyl Gasoline 


Corporation under the following headings:- 


De 


The Cost of tetra-ethyl lead used in manufacturing 
regular gasoline, 70 octane; 

The cost of tetra-ethyl lead used in manufacturing 
thyl gasoline, 76 octane; 

fnescnquiry into the neture of the Licenses issued 
by the Corporation to refiners in Alberta and out- 
Side Alberta for the menufacture of Ethyl gasoline 
and of regular, 70 octane, gasoline and the existence 
or otherwise of any discriminatory practices in 
connection therewith; 

An enquiry into the nature of the licenses issued 
by the Corporation in Alberta and outside Alberta 
to distributors for the sale of “thyl gasoline and 
of regular, 70 octane, gasoline and the existence 
or otherwise of any discriminatory practices in 
connection therewith; 

The reasonableness or otherwise of the premium of 
2i¢g charged for "thyl gasoline and a comparison 
with the premium charged in other parts of Canada 
and elsewhere; and 


Jhether the effect of the licensing and other policies 


of the Corporation tends towards discrimination 
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against refining in Alberta of leaded gasoline 
and promotes the importation of Montana refined 
products containing tetra-ethyl lead, 

Taking the Progrémme of Enquiry 
and dealing with the matters there enumerated I deal first 
with the cost of tetre-sthyl lead used in manufécturing 
regular gasoline and thyl gasoline, numbers 1 and 2 of 
the headings contained in the Programme of Enquiry. 

The Corporation has always 
chargéd the same price for the "thyl fluid which it sells 
to its licensed refiners irrespective of the amount pur- 
chased and does not sllow discounts for quantity purchases, 

Originally the price of the 
fluid was lg per cubic centimeter or $36.85 per gallon. 

Vol. 104, p.. LE7OS, He. Vi. eeey, 

In 1930, the date of the 

Carliest refiners contract put in evidence, the price of 


the fluid had been reduced to =27.25 per gallon, 


Texas Company Contract, Exhibit 497 @ 
MOre ality, Die aie 0. 


which is equivalent to .67 of lg per cubic centimeter and 
the price has been voluntarily reduced several times since 
1930 by the Corporation and the price is now &9.85 per gallon 
which is equivalent to 426 of lg per cubic centimeter, 

The Corporetion has made eleven 


voluntary reductions in price of the Tthyl fluid and has 


never made any increasé. 


exhibit 498, Vol. 104, p. 11680 
Vol. 104, p. 11728 


If the fluid is purchased in 


tank car lots the Corporation pays the freight. If 20 te 
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\ 


purchased in drums the purchaser pays the freight and pays 
$10.00 for each drum; which sum of $10.00 is refunded to 
the purchaser when the drum is returned to the Corporation. 
the railway regulations provide 
thet nothing can be shipped in a car along with drums of 
Ethyl fluid and a car load of druns is 44 drums but the 
Corporation has arranged with the railway companies that 
the minimum raté will be given if there are 16 drums in 4 car. 
The cost of adding %3 cubic 
centimeters of Bthyl fluid to an imperial gdllon of gasoline 
would be .897 of lg if the purchaser was paying the freight. 
If the Corporation paid the freight the price would be .819 
of lds The cost of adding 1.08 cubic centimeters, which is 
the average amount of fluid added per gallon for "Q" gasoline 
in the United States and Canada, is, including freight and 
omy, .os ef if and if no freight is paeidy.29,0f ig. 


Vo leech 04 page LLy Ly 
Vol. 105, page 110350 


These prices do not include the 
cost of labor used in blending or interest on capital cost 
of the installation, which installation is necessary to mix 
the fluid with the gesoline, so that the answer to Nambers 
1 and 2 of the programme of snquiry is $9.85 per gallon, 
feo Or lg per cubic centimeter, the cost per gallon of Rthy 1 
gasoline is 3 cubic centimeters are used .89 of a cent and 
the cost per gallon of "Q" average soe Of G8 CONG, The 


difference between Jthyl and °Q" gasoline at the refinery 1s 


lg per gallon. 


I think some person gave that 


< 


evidence quite recently before the Commission. I do a 


remember just who it was. 
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the third heading in the 
Programme of Snquiry deals with the licenses issued to 
refiners in Alberta and the existence or otherwise of any 
discriminatory practices in connection therewith. 

When the Corporation first 
started business there was a lack of knowledge of the 
hazards connection with the manufacture, transportation 
eid handling of the Ethyl fluid and because of this a 
number of cases of lead poisoning took place in the manu- 
facturing operations. The Corporation voluntarily ceased 
to sell its product for a year end when it commenced business 
again it had certain reguletions included in its contracts 
to refiners which it insists on being followed in connection 
with the transportetion of the fluid to the refineries and 
the mixing of the fluid with the gesoline. 

A Medical Department of the 
Corporstion was formed to study the hazards involved and 
to set forth a procedure which would eliminete such hazards 
end this Department is continuing a study of the problems 
encountered in connection with the handling of the fluid 
and treated gasoline, It has formulated rules and regulations 
which it believes constitute the minimum precautionary measures 
for the safe handling, transportation, mixing and use of the 
fluid and the treated gasoline. 

Vol. 104, page 11685, H. W. Kaley 
In addition to the Medical Depart- 


ment the Corporation has established 4 staff of trained 


engineers who periodically inspect all equipment used in the 


blending of the fluid and gasoline to see that such equipment 


is constructed and mainteined in strict accordance with the 
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rules and regulations of the Medical Department. 

The Corporation considers it 
of vital importance that the regulstions with regard to 
handling and mixing are strictly observed, It would take 
very few cases of injuries to the health of the handlers 
or other persons of thé fluid to seriously injure the good- 
will which the Corporation has earned fot itself The 
Corporation is afraid that the publica will make no difference 
between the concentrated fluid and the treated gasoline and 
thet if it becomes known thet Tthyl fluid caused injuries 
or death to any person by lead poisoning this will reflect on 
Hthyl gasoline and would have a great effect on the sale 
of leaded gasoline and thus on the sale of the fluid. 

Strict adherence to the rules 
and regulations has wevented further accidents even though 
the quantity of fluid handled today is infinitely greater 
than when the accidents occurred. 

Vol. 104, page 11686 

The Corporation does not now 
consider that there is very much denger in’ the handling of 
treated 2soline which has the maximum of 3.6 cubic centi- 
meters of lead a. imperial gallon and it may be that the 
regulations with regard to the maximum amount of fluid may 
be increased and the regulations as to handling of the 
gasoline may be relaxed as time goes on but the Public Health 


service of the United States still feels that it teas ner 


sufficient experience with the product to say that there 


should not be the lead signs on the pumps. The Medical 


Department of the Corporation is of opinion that there is 


no hazard in handling the leaded gasoline. 
Vol. 104, page 11726, H. W. Kaley 
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As examples of changes in some 
of the reguletions, the Corporation now allows the fluid to 
be taken by truck from the railway to the refinery, which 
was formerly contrary to its rules, and this enables Gas & 
Oil Products to use the fluid at its refinery in Turner 
Valley, the fluid being loaded on motor trucks at the rail- 
wary and transported to Turner Valley under the Supervision 
of Field Representatives of the Corporation. The Corpor- 
ation also allows refiners to join together for the purpose 
Of obtaining between them a car load of drums of the fluid, 
the drums being divided among the refiners at destination 
under the supervision of Field Representatives of the 
Cor poretion. 

Vol. 104, page 11722 

The Corporation has trademarks 
which it insists on being used in connection with the sale 
of Ethyl gesoline and it regulates the name under which 
Bthyl Gesoline may be sold. It is usually the nemeof the 
licensed refiner combined with the word “Zthyl" and only 
those who have refiners! licenses may have their own trade 
name for Uthyl gesoline. 

The Corporation does not charge 
any royelty on the scle of the leaded gasoline and does not 
make eny charge or collect cay fee for the grenting of 


licenses to refiners to manufacture and sell its patented 


leaded gesoline. 


All refiners in the Province 
of Alberte who have epplied for licenses to manufacture 


and sell leaded gasoline have been granted such licenses, 


The form of the license egreement is uniform throughout 
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Canada and no evidence hes been given at this Enquiry that 
there have been any objections from any refiners to the form 
of the Sontract. No refiners’ licenses have been cancelled 
by the Corporetion in Alberta, and there are no exclusive 
licenses issued to refiners anywhere, 

Vol. 104, page 11709, 

The standard form of contrect 
between the Corporation and the refiner, which is Exhibit 
No. 500, was gone over by Mr. Kaley and explained and this 
evidence is to be found at page 11729 and the following pages 
Or evidence. 

By the contract the refiner 
agrees to join in carrying out the regulations. He is 
given the right to sell leaded gesoline to other refineries 
and he undertakes to submit a trade name for Ethyl gasoline 
and he elsc undertekes to enforce the rules and regulations 
on his jobsxers. 

Suggestions were made that there 
was discrimination as between some refiners and mention was 
made of North Ster Oil Company, Bell Refining Company and 
Maple Leaf Refining Company but I think it will be better 
to deal with these objections when dealing with the next 
heading of the Programme of Enquiry which relates to the 
licenses issued to jobbers and wholesalers. 


In answer to enquiry Number 3, 


I would say thet no discriminatory practices exist. 


The next heading in the 


Programe of Enquiry. is: 


An enquiry into the nature of the licenses issued by 


the Corporation in Alberta and outside Alberta to 
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distributors for the sale of uthyl gasoline and 
of regular, 70 octane, gasoline and the existence 
or otherwise of any discriminatory practices in 
connection therewith. 
fhe leaded gasoline is sold 
partly through wholesale and retail outlets owned by the 
licensed refiners, in part to licensed jobbers for resale 
to retail dealers and consumers and in part to independent 
retail dealers for resale to consumers. 
the jobbers are licensed and 
the form of license is to be found as Exhibit 502, The 
license to jobbers obligates the jobber mainly to do two 
things: 
(a) he agrees to see that the warning signs are 
properly placed on the pumps and in the case of 
@thyl gasoline that the trade mark is properly 
placed, and 
(b) that he will not dilute or substitute or allow 
gasoline to be diluted or substituted by any of 
his retailers. 
Just as in the case of refiners’ 
licenses there are no exclusive licenses to wholesalers, 
The main criticism in connection 
with the licensing methods of the Corporation is concerned 
with the refusal of the corporetion to allow wholesalers or 
jobbers to sell “thyl gesoline under their own trade name. 
It hes been suggested by Counsel for theCommission, though 
there has been no evidence from any witncsses that it would 


be of adventage to wholesalers, that they should be allowed 
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to sell Ethyl gasoline under their own trede name and that 
the Corporation should so alter its method of doing business 
as to give this permission, Une reason given for this 
suggested change is that the wholeseler does not get the 
benefits of the extensive advertising program which the 
Corporaticn now has all over the country and which the 
Corporation pays for. 
Mr. Kaley in Volume 104, 
page 11754 deals with this matter as follows: 
"We service end look after the existence of a 
“minimum quelity of fthyl; we prectically guarantee 
"the quality to the consumer through our advertising; 
"now coming back to the jobber, if a jobber had his 
"own brand and we found dilution, as we did, and I 
"eam talking now from past experience today, because 
"10 years ago we did issue licenses for two jobbers 
"for their own brends; we found that not all jobbers 
"are good jobbers and not all jobbers are even disinter- 
"ested in substituting or diluting a prcduct and we 
"found Zthyl gasoline, when we took samples from curb 
“numps of jobbers who were just doing that, when they 
"hed their own brend we were never able to trace that 
"gasoline back to the refinery from which it came. 
"Now we hold the refiner mostly responsible. We do 
"have jobber licenses and we do require the jobber to 
"aeree not to adulterate or substitute any product 
"but at the seme time basically it is the refiner that 
"we hold responsible for the maintenance of quadity; « 
"ror that pees we only issue jobber licenses to 


"jobbers to sell under the refinery brand because we-. 
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As Mr. Kaley also points out 
on page 1755 the Corporation has issued licensésto 15,000 
jobbers and if the corporetion proceeded to pick and choose 
as to which of these jobbers would be entitled to sell 
Ethyl gasoline under their own trede name there would at 
once be an outcry of discrimination from those who wen ted 
such privilege and to whom the privilege was denied. 
It has been suggested by 
Counsel for the Commission that the Corporation can 
protect itself by only issuing to those jobbers in whom 
it has confidence, 
Dr. Frey in his evidence 
at page 14516 which is in Volume 130 says: 
"lt seems to me that if a jobber were in a position 
"to offer to the Ethyl Corporation a suitable 
"quentity of gasoline of suitabie quality and assum- 
"ing also that the sthyl Corporation would be in a 
"nosition to determine before any batch was mixed 
“whether that gasoline was of a proper quelity to 
*mix with tetra-ethyl lead and assuming that the 
"distribution system had enough sales to sssure thet 
"their gasoline would be sold within a reasoneble 
‘time and not deteriorate through age that it would 
*be immaterisl whether thet gasoline were in the 
‘hands of a refiner or in the hands of a jobber as 
"long as the =thyl corporation could control the 
"quality and meintein its integrity before the public." 
The suggestion is that the 
se among its jobbers and this 


Corporation may pick and choo 


is something it Goes not went to do and Mr. Frawley in 


commenting on the burden it takes in choosing those to 
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whom it will give licenses as wholesalers makes this remark 

at page foes 20 Volume 105. 
“I do think if I msy be so bold as to say it, that 
"you have teken on the white mants burden in trying 
"to sey it is just such e marketer that will do it 
“in the right way end snother merketer will not do 
nit ip the wright. way. I think you have to just 
Piesrp as: you live.” 

I might remark here that in 
every instance in which the Corporation refused or delayed 
to issue a license to e refiner Counsel for the Commission 
asked Mr. Kaley about those instences. Now there is no 
ulterior motive in me bringing this to your attention, 
namely, that Mr. Frawley asked these questions because 
we welcomed all the questions he asked and we were quite 
preper@ to give the answers but my point in commenting on 
that is that if Mr. Frawley as Counsel for the Commission, 
who has no interest in these things at all, at once asked 
questions, “Why did you give to one person and not to another", 
how much more will we be faced with that from the wholeselers 
themselves if we started with one wholesaler and said, "You 


Y #! 
can have a trade name", end to another "You cannot.", 


particularly when we have so meny of them. 

At Yolume 105 Mr. Frawley 
brought to the attention of the witness that as late as 
July 1936 eas & O11 Products had been refused a license. 
At Page 11,775 he asked if the Goodrich Company operating 


near Toronto had been refused 4 License. 


THE CHAT RIAN: where are you reading from? 


MR. MACKENSI®: T have not that in my brief. 
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I was just interjecting it and then he said, "Whether it 

is a change of heart or not it is a very good thing to know 
now and have on the record that all persons who have applied 
for licenses in this Province, particularly the refiners, have 
been licensed.” 

Now I go on from where I left 
off after remarking about the burden that the Corpo ration 
has teken on, 

That is the position with regard 
to the granting of the right tosell #thyl gasoline under its 
own trade name to wholesalers. It has been tried and the 
Corporation is of the opinion that the trial was not e@ success 
and it is not looking for any additional burdens but must, 
PemUCUNSGL says, Learn as it livas, 

The suggestion has been made 
thet under the guise of being refiners certain companies by 
reason of being licensed as refiners though in fact they are 
only wholeselers have an adventage over other wholeselers 
and particular mention has been made of the North Star 
Refining Company, Maple Leaf Refining Company, Bell Refining 
Company and Great west Distributors. 

The Mapel Leaf Refining Company 
and the Bell Refining Company are in the same category, 

They are refiners but owing to amalgamation are not now 
actually refining independently and the compsny end the 
plant has been ecquired in one case by Imperial Vil Limited 
and in one case by British snericen Oil Comp any « 


The suggestion has been made 


not thet the Maple Leaf Refining company and the Bell 


Refining Company should have their refiners licenses cancelled 
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but that beceuse they are enabled under their refiners 
licenses tO sell Ethyl gasoline under their own trade 
name other wholeselers should be permitted also to do 
this. The pesition which the Company has taken is that 
it may be that these other companies which have ceased to 
refine should have their refiners’ licenses withdrawn but 
the Corporation is reluctant to do so because it has never 
cancelled a refinerts license, but the remedy for the 
situation, 1f any remedy is required, would appear to be 
rather a cancellation of such licenses than an extension 
of the privilege to wholesalers to sell §thyl gasoline 
under their own trede name. 
Mr. Kaley at page 11762 says 
thist~- 
"T think it is true that’ thére is, that 104s 
*merhaps a bit inconsistent and the only way I 
"would answer that question is this way, we have 
never cancelled a refiner'ts license merely because 
“they were taken over by somebody so long as they 
*retained their corporate entity. We have never 
Toencelled a jobber's license. In other words we 
"sre slow to cencel any kind of license once the 
"holder has it. Now it is envirery pe ssible that 
"we should cancel the Bell license. JI am not 
"prepared to say, if they no longer refine and market 
"merely as a jobber, it is in effect extending to the 
“British American Oil company the use of two brend names 
Now that would appear, and I think that 


"7 supDpO Se. 


"you have some right to feel that we are inconsistent 


*in thet respect, but as I say the reason we have not 
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"taken any ection is exactly the sane as perhaps we 

“have not in other cases that‘is we do not like to 

"cancel licenses once they are in existence," 
MAJOR LIPSHTT: Was there any further decision 
as to that, Mr. Mackenzie, is that still the position? 
MR. MACK INZI =: That 1s still thetpe si taone 
MAJOR LIPSETT: That you still want to maintain 
those licenses? 
MR. MACKEN? IS: No, they have not considered 
further, at least they have not told me they consicered 
further the withdrawal cf those Licenses. TOS Y -ereust. 
in the position that they should not give wholesalers a 
license to sell Mthyl gasoline under their own trade name. 
MAJOR LIPSSTT: But because they have already been 
in existence there should be no recommendation for the 
withdrawal of them? 
MR. MACKZUNZIR: They have not considered that 
further then what was said here. 
MR. FRAWL2Y: What is, should be. 

The position is different 

with regard to refiners such as Worth Star and McColl 
Frontenac and other refiners with licenses to refine in a 
territory which is greater than the provinee of Alberta. 
It is part of the standard refiner's contract that the 
refiner may sell to other refineries and Mr. Kaley at page 
11763 in answer tc Mr. Frawley's question says this:- 

*T certainly cannot go along with you on your view- 


"point of the North Star, Mr. Frawley. i think that 


"senerslly speaking I would imagine that the layman on 
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"the street in Alberta believes that the North Star 
Pee ier. ners I would think that. The people 

"in the trade may know because they know that they 
"buy and sell their products, but I would think that 
“the North Star is thought of as a refiner. Wow I 
"do not think those two cases are comparable 1% all, 
"I mean the Bell and the North Star, and we must, 
“certainly would consider the North Star as a refiner 
"regardless of where they operate. We have many cases 
"among our refining licensees where they market their 
"own products in one territory and buy and sell in 
“others and from our point of view at any rate they 
"are refiners and are entitled to the use of their 
"own brands. 

*Q BY MR. FRAWLSY: You have instances of that in 
ad the United States? 

"A Oh, many, many more than you possibly have here." 


Mr. Kaley also states that the 


jobbers are by no means agreed that it is best for them to 

have their own trade name. He states that in his experience 

many jobbers prefer to sell under the trade name of the 

refinery and take the advantage of the refinery's advertising. 
Vol. 104, Page 1D706. 


T submit that there is no 


a y ¢ t + 
discrimination in the issue of jobbers' licenses. 
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The next matter enumerated 
in the Programme of Inquiry is - 
The reasonableness or otherwise of the premium 
of oo0 charged for Ethyl gasoline and a ecompar- 
ison with the premium charged in other parts 


of Canada and elsewhere. 


In Vol. 104, page 11693 
a list of the premiums in verious towns in Ganada and 
the United States is given, all of the points in Ganada 
being in Imperial gallons and the United States points 
being given in United Stctes gsllons. 

The Corporation has no 
control nor does it influence in any say the prices for 
treated gasoline charged by the refiner, the jobber or 
the retailer. 

The premium charged for 
Ethyl gasoline varies slightly in different cities but is 
generally higher in the United Stetes than it is in Canada. 

The answer to this 
guestion is to be found in other parts of the evicence. 
There was no evidence given by Mr. haley other than ths 
list of the premiums charged at different points. 

The last heading in the 
Programme of Inquiry is - 

“Ihether the effect of thc lieensingy and other 
policies of the Corporation tends towards 
discrimination against refining in Alberta 

of leaded gasoline and promotes the importation 


: aining tre - 
of Montana refined products containing tetra 


ethyl lead. 
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The whole trend of the 
questions asked by Counsel for the Commission when 
Mr. Kaley was being examined, with regard to importation 
of leaded gasoline from Montana, tended towards showing 
that the policy of the Corporation in the United States 
resulted in giving to tthe Texas Company a monopoly of 
the importation of leaded gasoline and that if other 
refiners in the State of Montana had the same privileges 
as the Texes Company it might promote the importation 
of Montana refined products into Alberta. 

It has not be6n the 
policy of the Corporation to issue licenses to 
United States refiners to export gasoline treated with 
fluid into Alberte. The only exceptions to this 
policy have besén where United States refineries have 
affiliated or subsidiary companies in Canada through 
which the treated gasoline is sold. (VoL104, P. 11694), 

It may be taken, 
therefore, that in answer to the inquiry, as to whether 
the effect of the lie ensing: policy sof the Cor poration 
tends towards discrimination against refining in 
Alberta of leaded gasoline and promotes the importation 
of Montana refined products, the policy of the Corpor- 


ation tends towards denying the importation of Montana 


refined products. 
The evidence of reasons 


which the Corporation has for its policy in not 
permitting lsaded gasoline to be imported from the 

United Stetes to Canada except from an American company 
which has a Canadian subsidiary is set out in Vol. 105 at 


Page 11779, and the following pages. 
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Mr. haley made it quite 
plain that this was done because the Corporation 
considéred that it should be able to follow the product 
from the refinery to the consumer and its considered 
Opinion was that it would not be able to do that if it 
adopted a policy of allowing other methods of importa tion 
from the United States to Canada» He also states that 
if any other American refinery set up in Canada a 
Subsidiary which would give ths protection whieh the 
Corporation considered it should have, a license to 
import into Canada would probably be given, and so in 
the net result there is no discrimination among the 
refiners in the United States because all of those 
refiners who wish to sell through jobbers in Canada 
may do so by setting up their own subsidiary company 
in Canada the same way the Texas Company has done. 

The reply to that 
enquiry is that the policies of the Sorporation do 
not tend towards discrimination against refining 
in Alberta and do not promote the importation of 
leaded products from Montana. 

This finishes the 
various enquiries set out in the Programe of Enquiry 
but I also wish to refer briefly to the position of 
the Ethyl Gasoline Corporation in Canada and in the 


United Stetes and Caneda and I say repeat to some 


feat on the two main points; namely, jobbers’ licenses 


and the importations from Montana. 
The Corporation has 


a trade mark, the main part of which is the word Bthyl 
’ 


end this trade mark is used for Ethyl gasoline and the 
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Corporat ion considers that by the quality of the prcduct 
sold as fithyl gasoline it has built up a reputation for 

high quality gasoline and has acquired a goodwill which 

is of the greatest importanes to the maintenance nf its 

business. (Vol. 104, Page 11691). 

It is true that there 
is no competition in Canada, or very little, from other 
high grade gasolines which do not contain leaded Zluid 
but in the United States there is at least 20% of the 
gasoline sold which is in competition with leaded 
gasoline and of equal quality and the Corporation must, 
Pritiis to continue to hold its» place in the market, 
Maintain the goodwill which it has acquired. 

ithyl gasoline was 
the initial pzeoduct of the Corporation which the 
Corporation has advocated, advertised and to some extent 
guaranteed to the public through its advertising. It 
has also set a minimum specification for Kthyl gasoline. 

On the other hand the 
Corporation does not attach its trade mark to "Q" 
gasoline as there is no minimum specification, though 
there is is qa maximum, so that there tay be a spread 


between the quality of "Q" gasoline and the quality 


of Ethyl gasoline. 
To sum up I would ask 


that this Gommission consider the position of the 
Corporation not provineially but first, the position 


in Ganada, and second, the position as a Corporstion. 


The Corpora tion 


operates under Canadian patents, and a patent is a 


i se p t : : ing unde 
monopoly, and having these patents anc operating under 
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them must comply with the Patents Aet of the Dominion. 
In deciding on the policy of the Gorporation the 
Corporation considers that its policy should be Canadian, 
not Provincial, and any changes in the poliey of the 
Corporation have to be regarded by it from the point 

of view of the Canadian position. 

iv is the policy oF 
the Corporation as far as it can possibly do so to 
treat its business as continent wide and not to 
discriminate between different parts of Canada and 
the United States, and as far as possible to have the 
Same uniformity about its contracts and conditions. 

The Corporation has 
patents also in the United Stetes of America and has 
@ monopoly there but the picture which has been shown 
to this Commission is that of a Corporetion which has 
tvo monopolies, one a monopoly of the fluid. with 
regard to this monopoly the Corporation has since its 
existence reduced the price of its product voluntarily 
eleven times so that though it started with qa price of 


l¢ per cubic centimeter it now charges only 26 of lg 


per cubic centimeter. 

The Corporation has 
also a monopoly in that it controls the manufacture 
of leaded gasoline. It has given licenses to every 
refinery in the Province of Alberts which requested such 
license to manufacture this patented product and no 
charge has been made for this license and no royalty 


charged on the patented product. 
As already pointed. 


out the Corporation has not cancelled any of its 
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refiners' licenses. 

The Corporation also 
licenses its wholesalers for the purpose of controlling 
the sale of the product so that the Gorporation may be 
able to follow the product from the refiner to the 
Consumer, and has made no such eharge for such license 
and has charged no royalty on the sale of the leaded 
gasoline by the jobber. 

The only discriminatory 
practices suggested are those which it is said enable 
@ company with a refiner's License to sell Bthyl 
gasoline under its own trade name though it in effect 
is a jobber when this privilege is denied to jobbers 
whe never were refiners. The only reason suggested 
why the Corporation should extend this privilege to 
all jobbers is that the jobbers would get the benefit 
of the Corporation's advertising. 

It is submitted that 
any change in the policy and operetion of the Gorporation 
for this purpose would not benefit the consuming 
public; it would not benefit the refiner but might give 
Some slight benefit to the wholesaler. On the other 
hand the Gorporation has stated that in its considered 
opinion it would not be wise to make this change and 
it is submitted that this Commission should not 
recommend any change agsinst the advice of the Corporation 


when the change is not going to benefit the publie but may 


be of detriment to the public; and is not going to benefit 


the rofining industry but might benefit some wholesalers 


though there has been ho evidence that any wholesaler 


desires the suggested change in operation. 
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The only evidence 
dealing with this suggestion other than the evidence 
of Mr. Kaley is that of Dr. Frey. He was invited by 
Mr. Frawley at Page 14518, Volume 130,of the evidence 
to suggest to this Commission that the Corporation's 
licensing regulations should be amended fcr the 
purpose of allowing jobbers to sell Ethyl gasoline 
under their own trade name. 

This invitation 
was not accepted by Dr.Frey and if the same is being 
given to this Commission I would respectfully suggest 
GO it that it be not accepted. 

At page 14527 of the 
evidence Dr. Frey said that the Corporation takes 
the responsibility for the word Ethyl and that it 
owes it to the public, since the Corporation advertises 
to the public a particular kind of product, to Tolice 
Bthyl. 

LI quvte from Volume 
130, Pages 14627 and 14528. I have not got this in 
my submission. But Dr. Frey there says thiss- 

MR. FRAWLEY: You have the pages 
but it is just the volume that is lacking? 


THE CHAIRMAN: Ta ccecece 


MR. MACKENZIE: Da7 « 


"T say so far as brand names are coneerned 


there is nothing improper about a gasoline 


being manufactured for one refinery and 
gu 


being sold by another." 


That is all he said 


because that is done quite frequently here by the Union 
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D. G Mackenzie, K.C. 


and McColl Brontenac, they have their gasoline manufactured 


by the Imperial and sell under their own name e 


MR. FRAWLEY: And Canadian and lots of 
them? 
MR. MackEWNZIE: Yes 


"The Company that puts its label on the 
globe assumes the responsibility for the 
quality of the product and that responsi- 
bility runs through its entire seles 
organization, depending upon its integrity, 
so I have nothing to say on that score; 
it makes no difference to me whether fthyl 
bs meade by “the B.s., or the Imperial or 
whoever it happens to be made by, that 
is no concern cf mine. The man that puts 
that label there is responsible for the 

top part of the labol but he is not respon- 
Sible for tho word "Ethyl". The Ethyl 
Corporation tekes the responsibility for 


the word Bthyl and I think thay should." 


I would say if they 
have to take responsibility for the word "Ethyl" then 
surely they must have a say in how that responsibility 
is going to be shouldered. 

Dr. Frey goés on and 
he says:- 

“They owe it to the public since they 
advertise to the public a particular 
kind of product and I feel it Ae theis 


responsibility to police Ethyl. Now their 
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De G-» MacKenzie, K.C. 


"statement concerning dealing with refiners 
rather than jobbers has g econsiderablo 

element of truth because refiners as a 

rule are larger than jobbers. But there 

are small refiners and large jobbews aliso. 

There are refiners who have no responsibility 
and I do not wonder that the Corvoration might 
hesitate to have anything to do with a refiner 
that uas no integrity. The same way I would 

hot be at all surprised if the license extended 
to a jobber that they might be concerned with 
the integrity of the jobber but assuming that 
there are jobbers of integrity, and there must 
bs. then I should say that the Ethyl Corporation, 
although it might have more trouble with the 
jobber than with the refiner, is not a particular 
reason, not a particular logical reason that 

I e@n see why it should epply to people operating 
a refinery name rather than a jobber name. Now 

L would say that the jobber ts Likely to siveumo 
trouble and the reason for that is this, that 

the refiner is producing a standard of gasoline 
specifivally intended for blending with Hthyl. 

The jobber may have more difficulty in getting 
that same product and if he buys something that 


he expects to blend with mwihyl and the Ethyl 


Gorporation says that it won't do, I can ses 


that there is more Likelihood OL Tragetion 


than with refiners.” 
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De. G. Mackenzie, K.C. 


Here let me say it seems 
to me that Dr. Frey is apparently referring to a jobber 


whom he thinks blends fluid with gasoline. 


MR. FRAWISY: As they probably do down 
there. 
MR. MACKENZIB: Yes, as they do down 


there. That is why Dr.Frey gives his opinion that in certain 
circumstances, assuming all the things he assumes, that 
the jobber might have his own trade name. But here the 
jobbers are not blenders. They do not buy anything from 
the Corporation. They have no financial transactions 
with the Corporation whatsoever. 
Wow Dr. Frey goes on 

to say: 

"But as far as the name being fit only for 

refiners and not for jobbers I would say 

that if the technical requirements are met 

by the jobber that I can see no reason why he 


WW 


should not be able to use the word "Ethyl". 


Now at Page 14518, Mr. 
Frawley said to pr. Frey:- 
"Q@ As to the licenses I take it from your evidence, 
it is your view that this Commission should 
recommend that the licensing regulations be 


amended accordingly?" 
He was referring there 
to the licensing regulations which prevented jobbers from 
Selling gesoline under their own trade name. <And Dr. 


Frey's reply was:- 
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D. G. Mackenzie, K.C. 


"It is a matter of businsss policy with the 
Ethyl Corprration. I do not know whether 
this Inquiry amouhts to the same as a 
Judicial finding or not} the question of a 
binding contract is a subject that the 
Bthyl Corporation has had to deal with in 
the United States to injunctional proceedings 
of the Department of Justice within the past 
two years. I will have to admit that I am 
not thoroughly familiar with those but I 
simply give a general opinion that with equal 
Quantities of equal quality gasoline, 

a gasoline that will serve the purpose and 
that sells uf a type that will ssek a 
fresh product before the tublic, that it does 
not seem tc me that there is any distinction 
between whether the blender is a refiner or 
whether the blender is a jobber or 4@ person 
of some other name." 

So that apparently he is 
referring there to a jobber wh: is a blender. And at 
Page 14,532, in answer to my question. I asked Dr, 
ay. 

"9 But if the Bthyl Corporation thinks that 

it would rather have it the other way there 

is ro particular harw done to anyone. That 


the jobber is selling the Ethyl gasoline but 


it is sold uncer the name of the refiner? 


ws The only harm done, if it is harm, is thet 


the jobber who cannot use the Ethyl name 


might be deprivea of just that much 
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D. G. MacKenzie, K.C. 


"advertising value from Bthyl. That is the 


only thing I can soe." 


MR. COMMISSIONER LIPSETT: what would happen, 

Mr. MacKenzie, if you gave a licence tc a refiner and ho 
Geases refining. Does he still hold the licences? 

WR .MACKENZIB: That is what has happened 
so far. He still holés his licenee and he sells under his 
own trade name a product made by another refiner. 

MR. COM“ISSIONER LIPSETT: Is there anything to 
prevent him selling that? ‘When he goes out of business is 
there anything then to prevent from selling that trade 
name of yours to any Little tinpot refiner and that man 
continuing to use it under your present system? 

MR. IACKENZIE: what Mr. Kaley Says is 
as long as they retain their legal entity that they 

have not discontinued the use of the licence. These 
matters, I think, from what he said, have never come up. 
They do not know what we will do. But so far we have not 
cancelled any Licences in Alberta, and the ones referred 
to are the only refiners who have gone out of business 

and who are continuing marketing, the Maple Leaf and the 
Bell. He says maybe we should cancel but we have not dune 
oe -yet,. 

MR. GOMMISSIONER LIPSETT: The logi¢al position 
would rather seem to be that either a man at the present 


time is entitled to a licences or not under your scheme? 


MR. MACKENZIE: You mean if he stops 


refining he should have his licence withdrewn? 


MR. COMMISSIONZR LIPSETT: That would seem to be 


the logical result of your policy of not giving licences 


to jobbers merely. 
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De G. MacKenzie, K.C. 


WR. MACKENZIB: Well that is the situation, 
and as I say the only questions that nave come up are with 
regard to these particular refineries, the Bell and Maple 
Leaf. 

MR. COMMISSIONER: LIPSETT: I suppose the practice 

has gone on because it never has been questioned? It was 
never considered. 

MR. MACKENZIE: Yes, nobody objected. 

Now I go on with the submission. 

Why should the @crporation 
be asked to change its regulations which are uniform throughout 
Canada when the only reeson given for the proposed change 
is to give to one or two jobbers in the Province of Alberta 
the benefit of the Corpozation's advertising which 
advertising the jobbers have not contributed to? 

and I say this parti- 
cularly when the evidence of Dr. Frey is that the 
Corporation must take the responsibility and the evidence 
of Mr. Kaley is that in the considered opinion of the 
Corporation a chanze such as that proposed might lead 
to a less satisfectory product reaching tue publics 

I am sure the Commission 
Will not recommend a change which is not for the benefit 


of the public and the result of which may be a detriment 


to the public. 

The next matter in 
the United States and Ganadian picture is that of the 
impcrtation of leaded products from the United States. 

The enquiry in the 


Programme of the Commission 1s ~ 
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De G. MacKenzie, K.@. 


Whother the effect of the licensing and other 
policiss of the Corporation tends towards discrin- 
ination against the refining in Alberta of leaded 
gasoline and promotes the importation of Montana 


refined products containing tetra-ethyl lead. 


We have heard of a man 
named MeNeill who went ell the way from Edmonton to 
Great Falls, Montana, at least 600 miles, a rcund trip 
of 1200 miles by the time he got back to Hdmonton, and he 
went this long journey for the purpose of buying a tank 
load of Montana leaded gasoline. He found that the 
licensing policy of the Corporation did not tend towards 
discrimination against refining in Alberta of leaded 
gasoline and did not promots the importation of Montana 
leaded gaSoline because, we ave told, ‘e was not able 


to buy anye 

Thet, kL tiios ane 
good answer to the sixth question in the Programme of 
Enquiry but the questions asked Mr. Kaley in his 
examination rath r suggested that there should be more 
importations from Montana and that the policy of the 
Corporation was discriminatory against refiners in 
Montana cther than the Texas Company, in fact that the 
policies of the Gorporation gave to the Texas Company 
a monopoly; that this shoulda not continu and that 


all refiners in Montana and maybe in the United States 


should be enabled to import into Canada. 


Here I might bring 
to the attention of the Commission Section 66 ae 
of The Patent Act, Chapter 3¢ of the Statutes of 


Canada, 1935 - 
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De Ge MacKenzie, K.C. 


"The Attornoy General of Canada or any person 
interested may at any time after the expiration 
of three years from the date of the granting of 
a patent apply to the Commissioner alleging in 
the case of that patent that there has been an 
abuse of the exclusive rights thereunder and 
asking for relief under this Act. The exclusive 
rights under a patent shall be deemed to have 


been abused in any of the following circumstances:" 


Then there is a long 
Peo Of them and (b) is this:- 

"(b) If the working of the invention within Canada 
ee commercial scale is being prevented or 
hindered by the importation from abroad of the 
patented article by the patentee or persons 
Claiming under him or by persons directly or 
indirectly purchasing from him or by other 
persons against whom the patentee is not taking 


or has not taken any proceedings by infringement. 


The suggestion that the 


policy of the Gorporation should be changed so as to 


enable other refiners +n Montana and in the United 


States to import leaded products into Canada means a 
change in the United States policy of the Corporation 
not gonfined to Montana,and the Commission, 1 am sure, 


will not suggest that the Corpuration should change its 


policy with regard to the Tnited States for the purpose 


of increasing the imports tion cf Leeded gasoline into 


Canada and to Alberta if it is to be of no advantage 


to the consumer or to the refiner in Canada and in Alberta. 
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De. G. MacKenzie, K.C. 


The evidence before 
this Commission has been that with the keen competition 
in the industry on the North American continent the 
price at which the consumer is enabled to obtain refined 
products is a fair and proper price. If this is so ther: 
would be no advantage to the eonsumer in Alberta to have 
further importations of the refined product and there 
would be no advantege to the refineries in Alberts by 


such a change in the policy of the Corporation. 


And the Corporation 
might be proceeded ageinst under The Patent Act. 

The Corporation, however, 
bases this particular part of its policy on its respon- 
Sibility to the public that the public will get the 
produet which the Corporation advertises and its present 
policy is so that it may follow the product from the 
refiner to the consumer. 

In conelusion I would 
say that e Corporation which has a monopoly by way of 
patent and which voluntarily rediced its priess 4S this 
Corporation has, e corporation which in this Province 
has given licenses to every company, refiner or jobber 
which has asked for a licence, which gives these licenses 
without payment and without charge by way of LOvaLty, 25 
one Whose husiness record is worthy of commends tion. 

This submission is by 
the nature of the Corporation's business, one which might 
be termed personal if a Company's business might be termed 


is JoeLing with the larger problems 
personal, and is not one ae & 


i Commission has bem most] 
of marketing which problems the Vommission Ss y 


coneerned with. 
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De G. Mackenzie, K.C. 


This Corporation has put before you for your 
consideration the whole of its policiscs and methods of 
doing business ané leeves the matter with you confident 
that you Will appreciate its efforts to carry on its 
bus iness as a whole with the object of keeping the 
goodwill of the consumers and of the persons and companies 
in the oil refining business and it should not be asked 
to change its policy when it says the proposed change may 
affect the guality of its products and will not benefit 
tne Consumer. 

MR. COMMISSION:R LIPSETT: Mr. MacKenzie, there 
are one or ti-0 other matters that tho Corporation said 
they would look into and make further statement on. 

One that occurs to me from memory is the reference to 


Smaller contsines., 


WR. LACKENZIE: Smaller drums? 
MR. COMMISSIONER LIPSsTr: Yes> 
MR. MACKENZIE: They wrote to me and 


they said they were considering it, but having looked 
over the list of refineries in Alberta and the “est, 
they rather came to the conelusion thet it would not be 
to the advantage of any refinery to have the smaller 
drums. The refinereiss whieh are listed, I do not think 


any have «¢ capacity of less than 500 barrels a day, 


and I am told that oconomically it is not wise to mix 


a bateh of oil wrich will be on your premises for more 


than one week or ten days. That it is not the practice, 


of refiners to mix oftener than that. If that is so 


I understand vith thet large drum they would not make a 


batch that would be more than 10 days'or two weeks! 


requiraments. And they wondered wheter there was any 
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demand for the smaller drums. Since then, of course, the 
war has started and the price of steel has gone up. The 
demand for aviation gasoline has gone up, or rether aviation 
fluid, and that is the only use they have for the small 
drums. JI do not wish you to think that the matter is closed. 
They are considering it. If there is any demand at all irom 
the small refineries for it they will be glad to do what they 
Canmvanvous it. .But their present informa tion is that the 
small refineries do not want the smaller drums. 

MR. FRAWLEY: It has beena@ long time 
now since Wr. Plotkins made formal demand me! them for 


the 25 gallon drums. 


MR. MACKENZIE: He does not want it now. 
MRe FRAWLEY: Perhaps not, but some 


other Flotkins around the corner may. 

Mr. iA CKENZIE : When he comes along we 
will consider it. 

MR. FRAWLEY: All night, that.2sofine. 
MR. COMMISSIONER LIPSHTT: Is there anything else 
at all, Mx. MacKenzie. 

MR. MACKENZIE: I do not remember of 
anything else that was left to considdre 


MR. COMMISSION.R LIPSETT: I just could not 


remembor. 
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THE CHAIRMAN: | What is your position in 
the United States in connection with the alleged breach 
of the Anti-Trust Laws. 

Mike SiACKENZIE: The question there was 
that there was an injunction restraining us from, in the 
refiners’ licenses, requiring the refiner to sell to our 
licensed jobbers; that was they said, against the Sherman 
Anti-Trust Law; that if we agreed, as I understood the 
judgment, if we agreed, if we sat around the table with 
our refiner and agreed on who his jobbers would be that 
is all right but so long as in our contract we say "You 
will only sell to these jobbers that we name", then that 


is something which we cannot do according to the Anti«- 


Trust Law. 


MR. FRAWLEY: That is the same policy 
here. 
MR. MACKENZIE: I do not know, but that was 


a judgment of a single judge which has been appealed and 


that is the way it stands. The injunction is not being 


put into effect until the appeal has been heard. 


THE CHALTRMAN: Has the appeal been heard, 
the first appeal. 


wie MAGKENZLE: T have not been informed 


that it has anyway. It had not been when they were here 


and I do not think it has been since. 
THit CHA TRMAN: I thought I saw in some 
magazine recently that it had. 


MR. MACKENZIE: That is not the action 


against the Corporation for 750,000,000, for infringe-- 


ment of patents. 
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THE CHAIRMAN: Ludo mot ethigiksse. 
MR. MACKENZIE: There was an action re- 
ported in the papers. 
THE CHATRWAN: Oh no; well ali piensa 
MR. FRAWLEY: I thought perhaps Mir. 
Mackenzie could tell us, iir. Chairman, I thought that the 
refiner's license contained a similar provision here and 
I thought Mr. Keley tolA us that that was the uniform 
license. 
MR. sIACKENZIE: That is right. I thought 


you were referring to the law. 


MR. FRAWLLY: Oh 2 Bee,./0n NG. 

MR. MACKENZI A: Oh yes, that is here. 

THE CHAIRMAN: All right, bir. Frawley, who 
is next. 

WRe FRAWLEY: Mre Plotkins. 

TH CHAIRMAN: We till take five minutes' 


recess and I would like to see you, sire Frawley. 


(A recess of five minutes was here taken) 


THE CHAIRMAN: All right, Mr. Plotkigs. 


WR. FLOTKINS: Mire Chairman and Mr. Com- 
missioner, I have written part of my submission but I 
will make several remarks during the course of reading 


it and therefore I did not think it would be of much 


value if I submitted a copy to the commission. 


hires Chairman and iir.e Com 


missioner, it seems a long way back to November 24th, 


1938. the official birth date of the noyal Commission of 
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Inquiry into the Alberta Oil Industry. 

the inquiry has covered 
a long period of time. 
THE CHAIRMAN: That is one thing the Com 
mission will be agreed with you about. 
MR. PLOTKINS: And from the start the 
Commission sarnestly and unsparingly went to work to get 
at the facts. I wish now to thank and pay tribute to 
the Chaimnan, Honorable Mr. Justice A. A. McGillivray, 
for unending patience and labors in searching for the 
true facts and their relative positions in the industry, 
and for his sympathetic understanding of the problems 
and relations besetting the labors of both the lazge and 
small companies. I want to remark that at various times 
during these hearings that I was astonished at the 
ability of the Chairman to cut unerringly through a maze 
of expert and contradictory evidence on complicated and 
technical subjects and clearly discern the core of the 
subject, and bring it to light in its true perspective. 
I am satisfied, Mr. Vhairman, that your labors will res 
sult in a report that will do justice to all our citizens 
and our country. 
IT also want to commend 

Major L. R. Lipsett for his labors, patience and under= 


standing in bringing out the facts concerning the ine 


dustry, and I am sure that his contribution to the final 


report of the Commission will dc justice to his sentiments 


towards the general public and the small man in the ins 


dustry. 
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I must not forget the 
Commission Counsel, who certainly did work hard to 
assist everyone in performing their duties, and it is 
my pleasant duty to thank him publicly for his help to 
me in presenting our views t> the Commission. My only 
regret is that it has been so hard for him to assimilate 
the technical and ecnnomic factors that govern the in+ 
dustry, and this has, in my opinion, increased his labors 
manyfold, and I want to express the hope that, as he has 
in the past been the bridge bevween the industry and the 
authorities in Alberta, the Commission's report will give 
him a more accurate appreciation of the respective rights 
and duties of the authorities and the industry. 
MR. FRAWLEY: Unless of enurse he stopped 
being the bridge. 
MR. PLOTKINS: well I hope that your time 


and labors will not be wasted and we will get the benefit 
of them as the years go by. 

A great deal hae been said 
about the waste of public funds in ths expense incurred 
by the labors of this Commission- I personally feel that 
this is a mistaken attitude, as it overlooks the fact that 
the long labors of both the Commission and the industry 
have resulted in bringing out facts ard information for 
both the Government aud the industry that will form the 
further scientific research in the quest for 


basis for 


progrsss for social economic and technical betterment, 


j 5 at, as seience i3 
and human experience teaches us that, 


simply the orderly arrangement of facts whose lessons 


pay dividends out of proportion to the expense involved, 
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it is my opinion that the labors of this Commission tu 
the public will result in ultimate greater benefits 
than the ccst to the Government. 

It mist also be pointed 
out that while the Government has incurred costs, the 
industry as @ whole has contributed, in ay estimation, 
about three quarters of the total expense. 

Now sett ine back, e great 
nass of evidence has been presented covering every phase 
of the industry, it being said one of the most exhaust+ 
ive investigations into an industry ever attempted. Of 
necessivy a great deal of what has been presented, even 
by experts, is contradictory, and it is naturally for the 
Commission to glean from it, the necessary facts to en- 
able then t» carry out the purpcse of their commission. 

Often during the course of 
this inquiry diseussions arose covering some one 
particular aspect of the subject under consideration, and 
due to the conflicting viewpoints this sometimes led to 
implications which, though possibly true in dealing with 
that particular matter only, was seen in a different 


light when considered in its proper phase. 


Unfortunately, due to the 
war. the labors of the commission, the counseis, and the 
9 
time and energy given by the industry in generai, and 


its many economic experts in particular, has lost a 


Considerable amount of value as the industry in Canada, 


and in Alberta, will now form part of a war economy, as 


distinctive from a competitive one, with all it implies. 


I feel it is my prime duty to assist the Uanadian Govern- 
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ment and the other units of Covernment and industry 
to fulfil their part towards the successful conclusion 
of the Impire's, and its Allies", great effort, and 
consequently I now feel that it is wise and desirable 
for me to relegate to the background our private in- 
terests and co~operate with the Dominion an@ Provincial 
Governments, and with the other units of the Irdustry, 
to this end. 

For the above reasons, and 
the further fact that the Commission has been instru-~ 
mental in aiding our companies in obtaining e solution 
to many of our grievances; for example, 

The reduction in pipeline charges, 

The equitabie adjustment in the rate of Dominion 
Sales Tax paid hy our company. 

& direct connection from the main pipe-line into 
our kKefinery. 

I might stop there and say 
that after prolonged requesssto the Public Utilities 
Board of Alberta an order was given to us or an order was 
made directing the Valley Pipeline, the new Valley Pipe- 
line, to make a connection into our refining plant and I 
approached the officials of that company and asked them 


to pursue the matter and get the line in“ petore the to ts 


to date nothing has been done. I just draw it to your 


attention because I think we are entitled to action and 


it means if we do not get the line in this Fall we will 


be subject to expense and delay next Spring ard all this 


Winter, to a further 46 or 40 dollars a day which is c 
" ! 


Something for a smail company like ours. 


4 
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THE CHALHwAN : You say an order was made. 
MRe PLOTKINS;: in order was made some 


month or two ago, I do not know exactly the date, but it 
is quite a little while ago. 

MRe FRAWLAY: Did the order contain any 
provision ac to the time wken it should be carried out. 
Mike PLOTKINS: No, but the Chairman of 
the Commission expressed a wish to the respresentatives 
of the company that they should proceed immediately. 
MAJOR LIPSETT: what is the position at the 
present time, sir. Plotkins, wrat are you paying for your 
connections. 

Re PLOTKINS: .@ pay the regular pipeline 
tharges, 95 cents into the terminal and we pay a further 


6 cents from the terminal of the pipeline to our refinery. 


MAJOR LIPSET?: Is that 6 cents being charged 
you. 
MRe PLOTKINS: ae pay it every month, oh yes, 


we have to pay it to the Imperial Oil. 


THE CHAIRMAN: Have you pointed out to the 


Public Utilities Board that their order is not being car« 


ried out. 


MR. PLOTKIN: I have not. 


THE CHAIRMAN: It is not in our hands but 


it is strange that a Public Utilities Board would not see 


that its orders are obeyed. 

LR PLOTIKINS : IT have tO admit that IL did 

not, but I contacted the company several times and ire 
> 

Coultis assured me they would do sosiething very quick, 


but nothing has been done and probably that is my best 


Utilites Commission and 
course, is to approach the Public 
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point nut that fact. 


wWAJOR LIPSHTT: ‘Ou ere being charged right 
down until today for that service. 
MR.» PLOLVAINS; hey have no alternative so 
long as the line is not in ana they charge 6 cents for 
the service. 

The better understanding of the mutual problems 

of the various operating companies. 

The obtaining of a License from the wthyl 

Gasoline Corporation. 
MAJOR LIPSETT; Have you a copy of that 


Praor, ir. Plotkins. 


MRe PLOTEKINS ; Have I a copy with me. 
MAJOR LIPSETT; Yes. 
WMRe PLOTINS: No, I have not with me but’ 


we have a copy at the office. 


MAdgOR LIPSETT: It would be interesting to 
see the order of the Utilities Board. 
MR. PLOTKINS: I will bring it up this 
afternoon. 

All of which benefits 
Similarly effect other independent comsanies, and I do 
not therefore propose to deal with these phases any 
further. 

I intend to sum up our 
position on the various subjects under consideration by 


this Commission, on which Il feel competent to speak, in 


the order of the programme of inquiry. 
PART ON--CRUDE PHETROLLUL: 
A- PRODUCTION IN ALBERTA 


Cost: Considerable evidence has been submitted in 
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an endeavor to ascertain the cost of crude oil in Turner 
Vailey, and it is my submission that the Royalite op- 
erating records which discloses the production cost to be 
about 72¢ to 75¢ per barrel, can be taken as a fair 
estimate of the Royalite's cost of production. Their 
determination of costs is based on, recognized methods, 
governed by practical cOnsiderations, and while it may 

be true in theory that it is impossible to ascertain 

the true costs owing to the nany arbitraries, yet ona 
practical cost accounting basis artitraries are always 


assumed, and being the result of sound judgment and ex- 


perience they can safely be taken as reflecting the cor- 


rect cost of producing erude oil by the Company. 

Of course it would be unwise 
to measure the cost of producing crude oil by other com- 
panies and independents in the light of the koyalite's 
records as due to their better technical organization, 
greater experience and capital, everything else being 


equal, the would produce at less cost than others. 


Price: 


Field Price (a) 


{he evidence has Shown that 


the field price is the result of competitive conditions 


between Turner Valley crude and other crude fields. Not 


only in the matter of price in Turner Valley does compet- 
ition assert itself, but what detormines the price and 


volume in the final analysis is the delivered price to 


the refinery, wherever Located. uwvidence has also dis-=- 


closed that there are many factors that are taken into 


account in determining the price to be paid in the field, 


and these factors, are in the main, forced upon the in~ 
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dustry as a whole so as to keep in balance the field 
price at a competitive figure with other crudes, and, 
at the same time, safeguard the general interests of 
the industry and make for restriction or development as 
conditionswarrant. 

dJith a Conservatior Board 
in existence that so far has effectively restricted pro- 
duction to effective demam, the field price, is the re- 
sult, ina large measure, of outside competitive factors. 

The evidence, I believe, 
has clearly broughs out that production economy, in its 
commercial application, is nnt based, except ultimately, 
on a fair return upon capital properly invested, but is 
largely carried on, so far as independents are concerned 
on a speculative basis, and while this is not true of the 
Operations of thema,jor companies owing to their more 
se‘entific approach to the various problems, yet. as 
long as we accept the dogma of eompetitive prices for 
erude, between fields, the question of price, profit or 
losses is not amenable to Government regulation if the 
best interests of the public are to be servad. 

Evidence has been introduced 
to show that a large proportion of the potential oil lands 
of the three Western Provinces is under the control of the 
Standard Oil of New Jersey and its subsidiaries, and 
whether it is desirable that such a ccndit ion should exist 
is a mtter that should be considered by the Commission. 

In respect to the policy 
adopted by the Couservation Board I submit that the 


evidence shows that they do not take into consideration 
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equities and ecunomics and the result will be, if not 
corrected, to concentrate the productiou of crud3 oil 

and gas more and more into fewer hands, 

hike PLOTKXIENS: I wish to, at this time, 
give the Commission, I have a pamphlet here somewhere 

on that subject of conservation and prices and so forth. 
I have here a record, a verbatin recata of the proceed 
ings of the Temporary National iicondmic Committee, and 

I think it is pertinent to the argument, that the views 
of two of the witnesses should be brought to the atten- 
tion of this Commission. 

THE CHALRLUAN; What are you reading from. 
MRe PLOTKINS;: It is, well it is published 
by the Bureau of National Affairs Incorporated in Wash- 
ington, D. C., and it purports to be a verbatim record of 
the proceedings of the Temporary National i.;conomic Com-= 
mittee which is now in session as I understand it in 
Washington delving into the oil business. 

TH# CHAIRMAN: The date of that magazine. 
MR. PLOTHINS: It is dated September 29th, 
1939, it is Volume 6, No. 5. I do not know whether I 
shoulda read it alle ifaybe possibly the best way would 


be to leave the book with the Commission. 


THE CHALRuAN: If you leave the magazine 


with us we will feel free to look at it as we would to 


any other book, not treating it as evidence but as a 


book of gen2zral information. 


iwRe PLOTKINS: Very well, sire It is the 


testimony of Louis J- Walsh, Vice-President, lastern 


States Petroleum Company, Incorporated. 
Mr. Walsh says: 


| ‘wien. nent PS 
, eee se Sitar ia ee etw Den sori te 
RH RRR ORE: crs a, 2 oval *. atte eh 


sii expan. eect, tasted ath eats ii Se ORS 
aviebt add hikle- . aa cians: aut ate dnedi drones. te; 
aden veads con Ihe ads od: biases astpeads tw ade. 20 


Matt ‘getipees: BEX, OR: SRK, 
Pawar fhaeey gt: be Lew: ike ‘He 
: ‘eubothd 5 
id Bichon a ret ise a oe oe: aut acarate: ee: beta 
sa Ptmogmer,.. Lactoa dear. aa edi il a ~ | : 


Smal Ot . Det ooo 


1 ESA Ae fe Ke ca cee ting EBS, ‘alt on 
aa poh $0 hed: basic EPR LE 9 


‘nakean. vw see ab 2. ah Be 6; ab emp hc ae 
whet Een Ai at “yt ean edule, stip ae PROP E eit 
| goetest ans 968. Ate Boos ons Ig ot 98 | 

bg eg sveg mew agegheh § eae, MONET ee ce) ot Ts 


. es mite a we 


“ig SEL ew cae PPE. $e Xool teas Leet Dfiw ¢ mp sat 
Sip eae Saal “re 13% ach ghaeet am: Ad ARM, 

Ts. EE 2 

wags rod <eake bbe beret Be ke 

Bs TSO aa eae HBS OM g ot 0,3 oasines 


L. Le Plotking 
-16,508- 


C2 
12 

"I am a graduate iechanical ingineer. iy first 

"oll experience was with the Prudential Oil 

"Company in Baltimore in 1915, and I became as-+ 

“sociated with the Beacon Oil Company in Boston, \assachu- 

“setts in 1919, becoming Executive Vice-President 

"of that company in 1925 ana continuing in that 

"position until 1931. 

y In 1932 I assisted in the 

"formation of the Eastern States Petroleum Company 

“and became a Vice-President of that company at 

"that time and have been a Vice+-Presicent since 

"that time. 

44 fhe Hastern States Pets 

"roleum Company was organized early in 1932 by my- 

“self and three associates. iire Kahle, the 

"President of the Company, has had a long and varied 

“experience in the oil business and was with the 

"Standard Oil of New Jersey for a number of years. 

“Tn 1932 he became President of the Louisiana Oil 

"Corporation and in 1926 he became President of the 

"Beacon Oi. Company. He continued in that position 
Nontil about 1931 end came back with the Standard of 
"New Jersey, and in 1932 he joined us in the for~- 
"nation of the Kastern States Petroleum Company. 
"The other two associates of the company, lir. 
"MeCarthy and Mr. Armstrong, have had similar long 
“Yond varied experience in the oil business, not only 
companies but with independent companies. 


“with ma jor 


" we formed this company, each 


"of the four associates having an equal share of the 


"capital stock of the companys 
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MR. ge eS: I think it is wise to 
read this preamble so as to give you a picture 
of the men's experience and such like, that you 
‘may weigh it. 
we formed this company, 
"each of the four associates, having an equal share 
"of the capital stock of the company and it has 
“eombinued. that- way until.thise chimes. Its wes ens 
"tirely a personal enterprise. 
I presume a 


member of the committee then asked: 


"What size was the Company, the capital." 


And Mre Walsh answered: 


"Phe original capitalization was 475,000 and has 


"not been changed." 


Re. AVILDSES: What is the net worth to- 


“day, approximately. 


"hiR~ WALSH: I would say approximately 


to half million dollars. 
In £928 to 2990 - all the ace 


W 
"dependent refineries on the Hast Coast have been 


"Purchased by major interests. For example, the 


"Beacon Oil Company that ir. Kahle and I were assoc- 


"iated with was purchased by the standard Oil 


"Company of New Jersey. The wassachussetts Oil 


"Refining Company was purchased by the Cities Service 


"Oompany»e The New ungland Oil Rofining Company at 


"Pall iver, \assachussetts, was purchased by the 


"Sheil Interests. The Prudential Oil Corporation : 


Nof Baltimore was purchased by the Continental Oil 
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"Corporation. The Warner+Quinlan Company of New 
"York was purchased by the Cities Service Compsny. 
"st that time there were no independent refiners 
"left on the Hast Coast or the Gulf Coast ast 
"of New Orleans. In 1932 there was a large surplus 
"of gasoline and other petroleum products in the 
“Kast Texas Field. There was a surplus of tank 
"steamers. There was a largernumber of independent 
"marketers alung the Atlantic sea-board who had 
"no independent refinery source of supply. It 
“was our plan in forming the company to take Hast 
"Texas as our sourse of supply and ship the products 
"by rail to Houston or any Gulf port, und ship by 
"tank steamer from Houston to the Atlantic sea- 


Nhoard and market the products to independent refiners 


"in this area." 


(Go to number 16,511 +?) 
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" This program was successful 


and we did very well. 
" In 1943 the major oil companies 
organized what is commonly known as the tank steamer pool. 
The purpose of the pool was for each member of the pool to 
put in a certain percentage of their ships. They were to 
roserve 84 per cent of the ships required to carry their own 
rooenel, the valence of 16 per cent to’ be put inte the pool. 
These ships had been operating along at cost and charter 
eetos of 14 to 18 cents per barrel. Under the ‘pool’ plan; 
the major companies reserving 84 per cent of their own 
Ships at fhe f4" tO 16 Cent rate, would practically go salons 
Srey the seme basis as they had been going, by putting 16 per 
cent of tHe tonnage into the pool. an independent operator 
wanting tonnage would have to go to the pool and charter 
ships from them. The charter rate oro posed was 42 cents 
mem Dearne). This high rate was to pay the members of the 
pooL for el o& tiat Prom rite “to, time they nad’ to Lay up. 

The net result of the whole 
thing was that an independent requiring ships could go to 
the pool and, by paying 42 cents per barrel, could have 
products moved from the Gulf Coast to the Atlantic Seaboard. 
The major company moving products from the same point to 
the Atlantic Seaboard, on 84 per cent of his business his cost 
Worle’ be -d4 +6 18 %cents. On the remaining 16° per’ cent hig 
cost would be 42 cents, so that his average cost would be 
about 21 cents as compared with 42 cents to the company 
that was not a member of the pool." 

At this point I wish to comment 
that the process of curbing independent competition is in 


principle the same, whether it applies to ships, gasoline or 
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to anything; that the poocess that was devised by Mr. 
Rockefeller at the inception of the industry, is to get 
the average market at a lower cost to themselves and force 
the competitor to pay more, or tn set less, whichever is 
applicable on possible at the time. We have the same 
principle operating in the form of transportation on ships. 
1 will come to that when I read my brief on Marketing anda 
show the effect of the similar policy as it applies to 
Alberta. 

"We, Of cour se, ‘protested. laid 
a number of other people protested. Thanks to the Department 
of Justice, that pool was never put into effect. ie 
dian t die there, however. it was revived some time later 
ena under’: the N. R. A. it very nearly became a law. However, 
Moeish't. We, of course, continued our marketing business 
on the Last Coast. 

"Phe N. RH. A. Came Blong. mons 
other things the Petroleum administration Board decreed that 
all commercial consumer contracts should be cancelled. 

At that time we had a number of large Pome ene consumer 
contracts, particularly in the New York City area. For 
example, we supplied Third Avenue Hailway, one of the 
biggest buyers of gasoline in the city. ‘Je at tires supplied 
the B. M. T., who of course operated a very large bus fleet 
in New York and Brooklyn. the Petroleum Administration 
Board by decree cancelled all these contracts. 

tn about three months as the 
result of the operations of the Petroleum Administration 
Nik. te, we Lost apout 50 per cent of our 


Board under the 


business. Decrees came out so thick and fast to the Board 


that it was impossible to keep up with the decrees and the 


interpretations. «A decree would come out one day and two 
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days later it would be cancelled or amended or changed . 

"That went along all during 1934. 
about the middle of 1934 the Petroleum Administration 
Board organized what was known as the East Texas buying pool. 
The theory of that was for about 29 major companies to buy 
not less than 3 per dent of their requirements in Hast Texas, 
at prices above the then going price. They did this ana in 
a period of about two weeks the price of gasoline in East 


Texas went from 33 cents a gallon to 44 cents a gallon. 


"PRICE RISE IN BAST THXAS." 

"With this raise in the price of 
East Texas there was no corresponding change in prices 
along the Atlantic Seaboard. They stayed exactly the same 
Pentuicy were. This condition: continued. for. quite, some, time: 
The buying pool, the original buying poo], was suceetded by, 
I believe, three others, two of which actually went into 
effect and were operated, and two never did come up. 
The last buying pool was formed in 1955, after the N. R. A. 
was declared invalid. The jury at Madison so found and ans 
convicted a number of the members of this so-called buying 
HOO]. 

The buying pool, so far as we 
were concerned, only had one effect. It put us out of 
business. fe were confronted with a fixed selling price in 
New York City and the Eastern Seaboard, no change there 
whatever. On the other hand, at our source Of supply, 


prices had heen substantial’y increased through the operation 


of these different buying pools. 


It was necessary far us to change 
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Geo. PLOUKING. 
our whole plan of operation, which we did. We were forced 
into so-called partial integration. Ve deeided that we 
had to go ahead and manufacture our own products. We checked 
the whole situation over and decided that we would build 
our refinery at Houston. We chose Houston because Houston 
was at that time, and still is, the greatest gingle refining 
centre in the world, both from the number of refiners and 
the barrels of crude handled every day. Houston is also 
an excellent refiner centre because of its transportation 
facilities. From Houston you can compete with world markets 
any place. 

In 1945 we went ahead and spent 
about eight or nine hundred thousand dollars and built our 
Tefinery at Houston. We built the best plant we could build. 
It was modern, as up to date as anything we knew of at that 
time. Our plant there has a capacity of 15,000 barrels per 
day, of which 10,000 barrels is cracking capacity, the 
remaining five being topping capacity." 

MR. COM"ISSIONER LIPSETT: now much was the cost of that 
Peet, pfom 15,000 barrels? 

MR. PLOTKINS: Sight hundred thousand to nine 
hundred thousand dcllars. That is for the most modern 
plant, starting from scratch, tankage and everythin else. 
MR. FRA‘YIRY: Well, does he say that? 

MR. PLOTKINGS: -I am assuming they had nothing. 
They went ie Houston and located a site and built a plant. 


Of course, I have no evidence that that is correct. 


le price cf the East Texas crudg¢, 


which is the barometer of the entire industry on account of 


the size of the field; as been posted at $1.00 sime some 
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time in 1935. ‘Jith East Texas crude at $1.00, and pipe line 
transportation which we bought from other companies, from 
major companies, we could with a modern plant refine the 
erude oil at Houston, ship the products to the Fast Coast, 
Or export them and eompete with the major companies and 

make a reasonable profit. This situation continued during 
mvoo, 1956-and through part of 1937. 

"When we built our plant, proratim 
was in effect in Texas and to some extent in Oklahoma anda 
California. Preration from that time on became more and 
more stringent. The allowables in different fields were 
reduced. The allowables on wells in those fields were 
reduced time after time. Then the Sunday shutdown can, 
then the Saturday and Sunday hutdown, and here a short time 
back the complete 15-day shutdown. " 

I want to stress that because 
this man is painting a picture of the competitive situation 
at exicte for him in that field and when proration 
started to affect prices, he was able to forget about the 
American crude and buy Mexican crude. Here we are not in 
that aoe ee So Tthink: that you will Pind that awe: 
while it takes a little while to read, it will certainly 
paint a proper picture for us to consider here. 

THE CHAIRMAN: I was just wondering, Mr. 
Blocking, if, to save your time as much as anybody's, if 
you could not give us your own Summary of what this contains 


and leave the magazine with us. - 2 mean yoursown sWingry 


will make your point for your argument purposes. The 


exact language of the witness we would have if you leave the 


~ 


article. If that would suit your purposes just as well. 


MR. >LOTKINS: I think I am not able to express 
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as accurately as this witness the opinion that he has given 
to this Committee. But I think I will skip some of ft and 
go to the core of the questionof pro-ration. 

TH CHA IRMAN: Whichever way you think best. 

MR. PLOTKINS: I will finish this paragraph. 

"The effect as far as we were 
concerned of pro-ration over those years was a reducing of 
the supply while at the same time the demam was increasing. 
We had no partieular objection to that." 

The effect is what we must look at 
as to the result of legislation, not what is intended, “we 
a tune Olt “business, at least myself in the oil business 
It may be that the Legislature and the public »fficials may 
have very good reasons for recommending certain le gislation. 
They may have a proper appreciation of the abuses or mal- 
adjustments that they wish to correct. But, «efter all, I 
can only judge the legislation on its effect on me and in 
what position it puts me in relation to some other 
competitor. «nd when we say the word "effect" I think it 
should be well to consider that after all that is what 
counts in respect to the legislation that is in foree in 


this Province or any contemplated legislation. 


"DOMESTIC CRUDE PRICES." 
“During this period theiprice to? 


crude started going up. In late 1936 it went from $1.00 to 


41.10. and then in 1937 it went from $1.10 to m1 eye rate 


* ga Y 
later it advanced to $1.35. 


During the course of this 


Commission evidence was given to show that as the pro-ration 
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laws extended over the United States prices went up. 

They went up and they steyed up until the prices ‘im the 

United States were higher than the goneral world level 

of prices and when that took place showly it took approximately 
& year or a yoar and a half for the foreign crude prices to 
force prices down in the United States, 

"“Whilc crude wa8 advancing, 
the prices on the Atlantic -eaboard stayed substantially 
the same. Export prices were the same. 

"The chart I have made here, I 
believe, shows that situation quite clearly." 

I will skip a lot of these other 
matters that are very vital in understanding this man’s 
remarks on Conservation and Price Fixing, but at the same 
time they,are quite lengthy and I think it- would beé= better 


for ime, to..pass, them over for the pwesent. 


"CONSERVATION AND PRICE FIXING." 

"MR. WALSH: t believe that conservation is 
strictly an engineering matter. I am entirely in favour of 
it. Conservation through engineering has certainly improved 
the operations of oil producing properties. It unquestion- 
ably reduced operating costs and over a period will 


undountedly increase the recoverable oil from whatever field 


Mie happens to be in. Conservation is good for the individuel 
ppen oKeue 


r oe ; ated =a) wg | U 7 ~ 7 A i: wn 
well owner, it is good for the indus»ry ana it is good for 


the country as a whole. 
"it do believe, however; when yOu 


you try to tie conservation into price fixing and then 


call the combination of the two pro-ration, that it is not 


a good thing. I think that pro-ration as it has been 


administered has not beena ood thing for the industry. 
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"E think that conservation igs certainly a good thing for 
the industry. 

"MR. SNYDER: Do you believe that some of the 
practices used in pro-ration are carried to extremes in 
attempting to achieve the conservation orineiple? 

"MR. WALSH: Yes, Ido. the best example of 
that, of course, is the biggest field in the world, the 
East Texas field. I think that the allowables under pro- 
ration as compared with the potentials for that fielé@ are 
ridiculous, if you try to tie them in with engineering." 

That is the position that we will 
attain in Turner Valloy if we continue to drill and the 
rarket does not expand, except the normal increase that we 

Can expect. ‘Je will reach allowables which will defeat the 
principle of concervation because we won't utilize the 
energy properly; we will have economic waste and all other 


matters that have been pointed out to the Commission. 


"MR. SNYDER. Whet do you think about the 
use of chokes in the flow w line of the well? Do vou 
think that is good engineering? 
"WR. WALSH. Iam thoroughly in favour of 
fhat.- I think it is good engineering. 
"MR. SNYDER. Do you have any ideas as to 
the size choke that. may be used? 2o you think thereis 
-a limit to the size uscd? 
™R. WALSH: Oh yes, there certainly is. 
I believe each field, each well as a matter of fact, undcr 
best engineering practice, should be produced using a 
eertain choke and producing 4 certain amount per day. 


I don't believe that you can arbitrarily set up an allowable 
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"yer day and then work backwards to the choke necessary to 
restrict production to that amount. 

"VR. SNYDER. Do you think conservation should 
Pevcarried on with practices pertaining to each particular 
well rather than to the whole field or area on a uniform 
basis? Is that possible? 

"VR. WALSH; Yes, I believe that can be done. 
"MR. SNYDER: What adverse effect, if any, 

has extreme pro-ration had upon the independent refirmr? 
"IR. WALSH. ‘ill you repeat the question, 
please?" 


(The Reporter read the question.) 


"MR. WALSH. it has restricted his source 67 
Supply." 

THE CHAIRMAN: Well, we will rise now, Mr. 
Plotkins. 


(At this stage the Hearing was adjourned until 2:00 P. M.) 
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2.00 P.M. Session 
THE CHAIRMAN: Sorry to keep you, Mr. Plotkins, 


but we have to have these conferences from time to time. 

MR. PLOTKINS: . Quite all right, Mr. Ohairman, 
Well, Mr. Chairman, I have brought the Urder of the Board 
of Public Utility Commissioners with respect to this pipe- 
line matter, it is dated ---- 

MR. FRAWLEY: It is dated Friday, the 13th 

of October, 1939, that is a bad day, Mr, Plotkins. 

MR. PLOTKINS: That is probably the reason. 

MR. FRAWLAY: If you would like to know about 
the order perhaps I had better read it. 

TH? CHAIRMAN: I do not suppose it is a matter 
that we have a thing to say about. 

MR. PLOTKINS: No, I am just pointing that out. 
I do not wish the Commission to do anything about it. It 
just merely states they have heard our side and heard the 
Company's side and ordered the pipe-line to be built, 

MR. FRAWLEY: Perhaps I can get the working 
pard of th 
THE CHAIRMAN: Yes, we would just like to know 
if it is mandatory. 


MR. FRAWL=Y: You see it is like a lot of the 


orders of this Board, they are in the form of judgments as 


you see, reciting: 


v -This applicetion was heard in 


“Calgary on August 24th, last, Mr. Plotkins, Manager 


tof the applicent Company, appeared on its behalf and 


wr, He. Ge Nolan, K. Ce; appeared for Valley Pipe Line 


"company, Limited, hereinafter referred to as "The Pipe 
; 


icati the 
"Tine Company.' At the time of the application, 


oa 


’ " aa. be 


bares Legon _- 


a. Plot Kine: 


“operation of the Pipe Line in question was still 

"being carried on in part by Royalite Oil Company 
"Limited and in part by Imperial Oil Limited but 

"Vellley Pipe Line Company Limited has since taken 

"over the pira line assets of those companies and is 

"now opersting the pipe line formerly Operated bv 

"the two aforementioned companies, Valley Pipe Line 
“Company Limited, is by virtue of the provis‘ons of 

minor Pipe Line Hegul ation acts? aepublie yttlites 

” the question of a connection 
"from the Pipe Line Company's trunk line to Lion Refinery 
“wes discussed at some length by the Commission appointed 
"to enquire into mstters connected with petroleum and 
"*netroleum products and consisting of The Honourable 

mr, Justice MeGillivray and lir. L, B. Lipsett, in the. 
*"Commissionts report re pipe line matters. In that 
treport the Commission recommenced that a connection 

"be made from the Pipe Line Company's trunk line to the 
"tion Refinery upon certain conditions. The Commission, 
"however , expressed itself as desirous of in no way 
"tying the hands of this Board when it came to dealing 
‘with these pipe line matters once they came under the 
"jurisdiction of The Public Utilities Commission, 

he + It is te be? noted that In errawing 


"at the trensportetion rate, that Commission made an 


"ellowance of some 669,500.00 for the purpose of capiteLl 


"expenditure and which ellowence was mt included in the 
Mrate-base but was treated as an opereting expense. The 
ni; believes that such expenditure as that involved 


#4n the construction of the pipe line connection now in 
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"question is intended to be provided for in this 
"allowance, | 
. it may be said that this Board 
"fully agrees with the Commission's recommend ation that 
“the connection mentioned should be made. The only 
"difficulty that arises in that regard is as to whet 
"limitations or conditions should be atteched to any 
“order that the Board may issue when ordering such 
"connection to be made, By reason of the possibility 

“of winter setting in in the very near future, it is 
“advisable that the construction of the connecting line 
"“shouli be proceeded with at the earliest possible moment, 
"and for that reason the Board will leave in abeyance 
"certain questions which were raised at the hearing, 

"by Mr. Nolan on beheif of the Pipe Line Company. Thus 

"it has left in abeyance the questicn as to whether the 
"Pipe Line Company should bear the expense of the pipe 
"line to the Refinery'’s tanks, instead of, as was 

Neweses ted by Ur. Nolen, the property line of whe Refinery, 
"weither hee the Board set any minimum yearly volume that 
tmust be taken by the Refining Company although the 


"Refinery , upon the connection in question being made, 


"will be required to take ¢ minimum amount of 5,000 barrels 


“of oil or petroleum pruducts at any one time. There are 
“other matters end perhaps other conditions which will 
"probably have to be considered before arriving at any 


“final order, but these will have to be given consider- 
"ation later one 


' In the meantime the Beard will 


“ond it does now order, that Valley Pipe Line Company 
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"Limited do, without any undue delay, proceed to con- 
"struct a pipe Line connection, capable of efficiently 
"transporting oil and petroleum products from the Pipe 
"Line Compmyts trunk Line to the tenks of the Refinery 
"of the Lion Refining Company. 

se the Pipe Line Company shall have 
“control of any part of the connecting pipe line that 
"may be situate upon the property of-Lion Refining 
“Company for all necessary purposes in connection with 
"the wuransportation of petroleum products to the Lion 


"Refinery. 


= THS BOARD OF PUBLIC UTILITY COMMISSIONERS, 
i A.A. Carpenter, 
Eee Chairman. 


"Certified a true copy. 


4 GA. Thibault, Secretary. " 
TH: CHAIRMAN: Whet is the date? 
MR. FRAWLEY: Dated the 13th of Uctober, 1959, 


Order Number 8,794, 


MAJOR CIPS =2PT: There has Deen nothing done at 


all te comply with that order since, Mr, Plotkins? 


; eal a E \f iy i ra +y + * 
MR. PLOTKINS: Tt met Mr. vUoultis twice since 


then and endeavored to go into the details and Mr. Coultis 


told me that i was up to the Company end when he had 


recieved instructions he would go ahead and put in the line 


and the last time I saw him wés probatly two or three weeks 


ago end thet is where the matter stands so I think I will 


just write the Board end point out that nothing has been done. 


" . n severe and the pi 
It is fortunete the weather has not been s 5 pipe 


: hae oe De usiness, heevy shipments 
[Phe Gen still be put in. beaeuse curt a wal abe ; 
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Will start from the first of March and next year we will 

mou’ De able to put in the. line, 

MAJOR LIPSETT; I would be glad, from my own 
point of view, if you would refer to it before you finish, 
to the recommendaticns of this Commission and the order 
generally, because, without reading it over again, my 
generel impression was that the intention was that you 

would benefit by this new rate as from the date when that 
report of ours was accepted by the Government and you have 
been waiting now for many months, first of ell, before 

you got your order from the Utilities Board and now you 

are being held up for two months, There may be some 

reason for it but we have not heard of any, since the actual 
order was made. 

MR. PLOTKINS: Yes, Mr. Commissioner, I will deal 

with it then at the end. I want to peint out that we have been 
receiving the benefits at the reduced pipe line rates from 
15 cents to 94 cents, we have received that the seme as all 
the rest of the Company. 

MAJOR LIPSUTT: But you are paying the 6 cents. 

MR. PLOTKINS: We still pay the 6 cents because 
of the fact thet the pipe line connection is not into our 
refinery and the Imperial, who vwwns the line from their 
terminal to our refinery is still pumping it to us through 


that two inch line. 


MAJOR LIPSETT: Have you taken any advice as to 


whether or not you are liable for that 6 cents under the order 


of the Covernment based on the report which we put in. 


MR. PLCTKINS: Ko, I did not, sir; T di@ make 


representations to the Pipe Line Company myself that I should 
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not be called upon to pay it but I did not take any advice... 
MAJOR LIPS2TT: Were you refused delivery of oil 
through the pipe line unless you would pey the 6 cents, is 
there anything on paper? 

MR. PLOTKINS: No, I co not know, I know if 

we discontinue paying the 6 cents we would not get any oil. 

f em certain of thtt, so we pay the bills every month as they 
become due in accordance with our Agresment. 

MAJOR LIPSETT: Héeve you made any protest about 
it or anything? 

MR. PLOTKINS : Oh, yes, I have seen Mr. MacLeod 
and pointed out thet I felt it was unfair and I pointed thet 
out to Judge Cerpenter at the Hearing and I told him that 
time was valuable to us becéuse of the fact that it meant so 
many dollars every day and that it had been in abeyance now 
for several months. JI did not wish to bring this matter up 
in all that detail, I just merely wanted to point it out that 
when we are dealing with a Government Board or when we have 
to go through Goverment Agencies, that the time factor must 
be taken into account; in other words, if conditions had been 


competitive in the pipe line business, if there were two pipe 


eines, 1 would not need any Board. I would have been able 


to have gone to one Company or the other and inside of 24 hours 
have got a connection but because there is only one pipe line 


and the business, is, vy that fact monopolistic, I have to 


deal through the regular channels and I am not complaining 


but I am just pointing that Out. 
MAJOR LIPS®TT: Mr. Plotkins, so far as I am 


concemed, if you have anything more to say about it before 
b 


you sit down I will be very glad to hear it because as I 
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remember our recommendation, I do not know what happened 
efter that, but our recommendation was that you were to got 
it. | 
MR. PLOTKINS: > It wes, sire Now to carry on 
with this matter, and I do not think it is going to take 
very long to finish this pro-ration subject. 

Mr. Walsh pointed out when I 
closed just before the noon recess, that pro-ration had 
restricted the source of sepply and he goes on and says the 
effect of pro-ration, and then : 

"MR, SNYDER? In other words, his supply is 


"totally less or in the hands of companies with which he 


"is not connected? What do you mean, is the total supply 
"less? 

"MR. WALSH: Wo, the total supply isnft less: 
"MR. SNYDIR! You think that proration turns 


*this oil into channels which make it not available to 


eyvou?” 

Now this is the crux of the whole 
proration scheme as it works out in Texas and in Turner Val ley; 
Tue OL: is there. tt is produced but it is produced by some=- 
one si68 wie has eneee | of it end you must deal with this 


other company in order to get it. 


MWR. SNYDER: You think that proration turns 


"thig oil into chennels which make it not available to 


EON? 


"VR. WALSH? That is correct. 
"MR. SNYDER: I wish you would explain that 


"situation, just exactly what you mean by ite 


"MR. WALSH: Taking Zest Texas again, for 
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"example, there sre several independent refiners 

"there today that are shut down. Theye «re uneble, 
"to get e crude suyply. The only way they dould get 
"it would be to go out and pay premiums to well owners 
"in order to get sufficient crude to run their plants, 
"MR. SNYDER: Do some of those refiners have 


"eathering systems of their own? 


wR. WALSH: Complete gathering systems in 


"the Hest Texas field. 
"MR. AVILDS™N: Why would they have to pay 
“premiums? I don't understand. 


"MR. WALSH: You and I would own a well; we 
"are selling to, for example, a major company, There 
"is no reason in the world why we should disconnect 
"from the major company and sell to an independent 


"producer - He must offer something. 


"WR. AVILDSEN: What is the difference between that 
"and the situation which prevailed when the independent 


"puillt the refinery? 


WR. WALSH: At that time, the well owncré were 


"having difficulty getting connections. 
"MR, AVILDSEN: There was an oversupply? 
MR, WALSH: There was an oversupply. 


MR, SNYDER: Has proration affected your company 


"in the way in which you have been describing? 
"MR, WALSH: Yes, exactly that way. 


eR, HENDERSON: You don't mean that you have had 


to shut down. Didn't you say in response to my 


®guestion you had no difficulty in getting crude? 


"VR. WALSH: That is right. We hed no diffic- 


~ 
ae 


a 


ie gree 


oom, 


C-3 
) 


L. 


he would have hed 


Li 


- 16,526 « 


Plotkins 


"ulty in getting crude but at the price we had to pay 
"showed an operating loss, 

MER. HEND ARSON: Do you have to pay a premium? 
"MR. WALSH; No, we paid the regular price, 
"plus the tarriffs, 

"MR. HENDERSON: You said, as I understood, in 
"response to Mr. Snyder's question, exactly the seme 
"way, and you have been effected in a different way. 


"MR. WALSH: Not to the same extent. We 


"didn't have to shut down. We would hawehad to shut 


"“Texy4S. 


"down if we hed continued the wey we were going. 

"MR. SNYDER: When this situation came about, 
"you switched to another source of supply? 

"MR. WALSH: Exactly. 

"MR. SNYDER: It is true you switched at that 
‘time to the Mexican source of supply? 

"MR. WALSH: Yes. 

"MR. SNYDER: . Mr. Walsh, would you care to 
"venture any opinion as to how proration affected the 
"independent producer?" 

"WR. WALSH: Well, I am sure it has had a 
hes eae effect on the independent producer in 

To my own knowledge a number of the best 
Rat cers there had stopped putting money in new 

| | any new investments they have been 


"ventures in Texas, 


tmaking have been in Louisiana, Arkansas, Illinois, 


"iNew Mexico and other States where the proration laws 


+ $T 
Tare not so stringent. | , 
Now this man points out that 


to shut down if he had continued buying 


a- 
met 
ey 
- 
. 
- 


“ wae 
- prot , 
- 
ee 
pees ' e 
oe aie 


a + be 
is » Poms 
* * 
. se 
2 i 
a re 
oe o7 [ee 


2 Pas ane, 
2 eis 
\ 

Ke 
~ +- 
Cee 2 


o 


ee 
og . 
= bal 


eo ™ 
+ a 
+ 

of 


* ENTS 


. Be 
— 
= 4 
“ . 
~ 
. Net 
‘ ~ nia 
Mise e slike 


4 
Ne : 
hngg e 
“ a . 
= -. ie 


+ Aen 
‘ K 
774 sat 
~ re 
~ 
~ 
; at wah - 
Seal wt 
ta 2 
e) 


pe 
oy 


cB 
o ~ G6 p529) = 


is Lb. Plottins 


‘ 


in thet field at the current field price. While it eae 
thet he was not called upon’ to pay any premium, the current 
field price, because of the effects of the proration laws 

in that State, had caused the crude to be out of line with 
the marketing value of the gasoline which is refined in 
Houston, which had to compete with world prices and that was 
brought about by pro-ration raising the price higher than 
world .levels. 

Now aS we know, the testimony 
has been given before this Commission that in the United 
States that is possible beesuse of the tariff on crude} 
in other words, if there was no tariff on crude a situation 
like that could not develop but because of the tariff on 
crude that is imposed on any crude coming from foreign 
countries, the United States is able to maintain a higher 
price for domestic crude than the world market and this man 
was refining gasoline and ‘selling it in the world market. 

Now he could buy crude in Mexico 
apparently and refine and sell on the world market and make 


@ reasonable profit but he could not buy crude at home and 


do that. 
Now, we are situated here in 


Turner Valley, our company is situated, in exactly the same 


conditions. When I come to Marketing, I am going to point 


out how it actually works with our company but the principle 


is. if we are called wpon to market a third grade product at 
b 


a price which competition has set lower than what we can pay 
the price in Turner Valley, refine it and sell it, we are 


restricted, we are in 8 position where we have to quit 
4 5 


bearing competition on the market for competitive products; 
4 I 4 J 
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in other words, if there was no provation and if there 

were several fields available and we could go and pay for 
erude what the crude is worth to us, automatically the mal- 
adjustments would t eke care of themselves because there is 

no point in any competing company putting the price of third 
grade products down to a price where we cannot soll products 
at_ a profit. It is obvicus in order to stop our method of 
competition that they must put the price of third grade 
products down below the profitable level and because of the 
fact that Turner Valley is under proratinn and by that very 
fact stabilizes the price on crude at the competitive figure, 
we are unable to continue to buy that crude, process it and 
sell it at the prices which are imposed on us ty competition. 


Now I am going to deal with that a little more at length 


later on. 

THE CHAIRMAN: ¥ou are going to hand in that 
article? 

MR. PLUTKINS: Yas, .L. would, Like) to. Therecis 


another man in there but there is quite e little Dit extra 


on that seme subject by verious witnesses but 1 will not stop 


t> read those. 


MAJOR LIPS8TT: You are not passing from "field 


prices" yet, Mr. Plotkins, are you’ 


MR. PLOTKINS: I cmnot say. 
MAJOR LIPSETT: Before you left it, I wanteji you, 


if you would, to give us your views ss to the suggestion 


made that the posted field price should be increased by the 
eleentis, 1 do not know whether you can ay anything ebout that. 


MR. ELOTKINS: No, I read about it and I will 
itVo eS EINES 6 ; 


comment on it. 
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MAJOR LIPSETT: Very well. 

MR. PLOTKINS: ' Thet finishes, so fer as my brief 


is concerned, the question of Conservation. 
4s 4 point . out in the final 
paragraph thet if Conservetion is allowed to continue on the 
present principles it cannot help but, based on past experience, 
result in a concentration of the production into a few hands, 
THE CH ATRMAN : What do you suggest, Mr. Plotkins? 
MR. PLOTKINS: This man here has made a proper 


distinction between "Conservetion" and "Pro-ration", 


THE CHAIRMAN: Mr. Walsh? 
MR. PLOTKINS: Mr. Walsh. He gces on and suggests 


what the problem is and how to meet it but it takes several 


pages. 
THE CHAIRMAN: You adopt his views, do ycu? 
MR. PLOTKINS: Yes, I am going to express his 


views and the only view that any same man in the business can 


come to, that is on the competitive hasis. 


Now pro=ration is not necessarily, 
es IT have maintained throughout this hearing, to accomplish 
conservation end if the Conservation Boerd carries out its 


duty on ‘its strictly Conservation basis, which would mean 


purely engineering and prevention cf waste, the question of 


production would have to take care of itself; in other 


words each company nr operator would be bound by the Conserv- 
ation Board to produce only under their orders as to engineer- 


ing practices snd. whatever oil was produced would be produced 


Without wastes Now that would throw, at the start, possibly 


a tot ey 3 on the market but it would cure itself the same 
as anything else cures itself under the competitive system; 


when there is too such oil the price would go down. It 
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probably, in the Operation uf going down, it would have 
opened up new markets because of the fact that when the 

oil gets down to a certain level it would displace other 
procuct* or it would become cheap enough so that the con- 
sumption would go up end while the operacions of the law 

of supply and demand would ultimately result in restriction 
of production, it would in the process acquire additional 
markets and markets, - price is not everything in the oil 
business, price per barrel is only an index, it: is «the total 
amount of money which we receive out of an enterprise which 
decides whether we make a profit or whether we do not and 

the producer, in the course of an open market, finding him- 
self with a lot of crude for which he sew no immediate market, 
he would go out and probably establish a new refinery or he 
would probebly find new markets. He might go across into 
the United States. He might find a market on the cOgert; 

in other words he might do what any other man in his position 
with ability to run his business would do, he would go out 


and increese his income by selling at the price that he 


figured he could make a profit and the shock of one producer 


ageinst the other eventually determiner the price level and 
while it is true tauat it may go to extremes and it creetes 


such a condition that it would entirely dislocate the merket,. - 


it is not to be expected in Alberte or in western Canade 
because we have conditions thet would tend to spread the crude 


to the coest and further east. Lt is true that that would te 


effectively prevented for a while because of the fact thet the 


market is et present in the hands of two or three large organiz- 


ations but thet would not exist ror very long because if a prod- 


ucer found himself with 4 Lot of crude and no market, he would 
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immediately start to butt into the market of the bigger 
compenies and he would create himself a market with the 
result that we would have competition in price in products 
and the same as in the refined products, it would eventually 
mind 20s Level.-- Now, -~-- 

THS CHAT RAN: Take the United States today, do 
you know of any functioning Conservation Board that does not 


have regard to market demand. 


( Go to Page 16,5354). 
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MR. PLOTKINS: ir. Waldh ih his testimony 
points out that the degree of pro-ration varies from State 
to State, and that in some States it is move stringent 

than in others. There are some States that do not at tempt 
to pro-rate but they do give effect to the Bureau of Mines 
findings as to the market demand and they co-operate with 
the other States throgh the Inter-State Oil Compact and 
hold down the production. But, as has been pointed out in 
evidence, and especially in front of that Commission, that 
has had the effect of defeating the very purpose for which 
it was originally formed, and that was to stabilize price, 
not to prevent waste. It is, after all, a ‘dual urpose. 
©ero-ration is to apparently first, or originally was conceived. 
to prevent waste - that is to prevent over - production an 
foteetvaining uneco,omie levels. But the main factor in 
pro-ration when it was conceived was to bring the price up 
to what the companies or the industry feit was a profitable 
level. Now, the questionof what the right price is in 
Turner Valley is impossible to say. If we take it on the 
world basis we know whet the right price is because 
competition from the United States or from other fields will 
decide that. In other words, it will deeide how high we 
ean go. That is what it does how. If we forget about the 
american situation and the world situation and allow the 


production in Turner Valley to assert itself then the price 


will come dowr. tc whatever level the production activities 


can be carried on and the public will benefit, because, after 


all. it does not make any difference whether the crude is 
’ = . 
50 cents or 81.50, if it can be produced profitably. and if 


there is sufficient crude in Tarner Valley to permit the 
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price to go down to 50 cents am yet produce it profitably 
the country will benefit. I do not see any other iii 
except, as I say, that we adopt the worlé-wide attitude of 
the oil companies and treat this as a part ..~ef the domain of 
the oil companiés all over the world. But if we tredt it 
as a strictly Cancdiah and local business, as it ean be 
treated, and with the war it can be treated that much nageuee 
we will allow the crude to find its own markets and its own 
price level. It won't go higher than the world price unless 
we protect it by tariff. Et owidl .o, (lower «Le Jabiecanwhe 
produced profitably 
THE CHATRMAN: The suggestion to us ic that the 
eost of crude has nothing to do with it; that the consumer 
when he comes to buy his gasoline he will pay that price 
that is set by competition. 
MR. PLOTKINS: Tae 
\ THE CHAIRMAN: Ard all that would happen 
would be if the crude got low enough that the producer would 
suffer and the consumer would gain. I say that is the 
Suggestion from the evidence. 
VR. PLOTKIN: Now I have to point cut when 
I come to Marketing why that is not correct. bn our edee 
we can illustrate it with the facts. Now, with resepet to 
the 8 cents or the difference betxeen what the pipe line 
rate was before and what it is now, going to the producer, 


otdq 7 We yaVv 1 i 
T merely want to make one observation. Who pays the pipe 


Tine charges? The refiner Aes. The producer does not. 


In our case, if we were making 4 lot of money, what I mean 


by that ig a lot of money per gallon,undue profits, ther 


I would feel that under the conditions that exist, where the’ 
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Government sets a rate and where pro-ration governs the 

price or at least affects the orice, I woild feel like 

saying "Now we should pay these producers, we are removing 
them from the field of competition and we shoulda bonus the 
moducers to whatever extent we feel like doing." But in 

the ordinary course of business and in refining we have to 

go out and find our crude. ‘Ye pay whatever price we are 
Ponce’ vO pay in the field. It is up to us to: figure out 

ways and means of transporting that crude to our refineries. 
In this case there is a pipe line anc as a result of thig 
Commission's action the pipe line price was reduced. The 
Merevineg Clarses were reruced. Now, we have. benefitted, no 
Peet about that but,due to the position that our companies 
Pern oursclvyes in, we are selling our products at a loss 
Mis year, we do not feel like contributing everything 

out of that saving to the producer. Not saying that he may 
mo; be entitled to it. He may be entitled to more money 

for his producticn under the conditions that exist but [ 

do claim that he does not pay the pipe line charge. ‘ve pay it. 
and when we go out and buy crude it is my choices, be it 

in Turner Valley or elsewhere, to transport. it.as_I see fig 
and I naturally will adopt the cheapest means of transportation. 
So that is my view on that subject. 

MR. COMMISSICNUR BIPSETT: Your competitive position would 
not be interfered with in any way whether the price remained 
$1.20 or went to $1.28, would it, Mr. Plotkins? 


a = e ge > present time 
MR. “LOTKING: Yes, because at the present e 


if we have to give up the saving to the produeer or to someone 


else, it does not make any difference who we give it-up to, 
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we would be 8 cents per barrel worse off. In other words, 
it would increase our loss. If we were in the position 

of the Imperial, with the over-all profits, whatever the 
evidence shows ~ and I have it here in figures - by taking 
away that 8 cents,*rum the Imperial or any cther company 

if they think tnat the price of crude was too low under the 
existing conditions, then it would not be a question of 
giving them 8 cents out of the pipe line, it would be a 
question of raising the price to meet the situation and make 
the crude in Turner Valley competitive. So the pipe line 
rate has nothing to do with crude. -It affects the price of 
prude because if the pipe line rate is high it restricts the 
market for Turner Valley in competition with some other 
erude laid down at any other particular point. 

MR. COMMISSIONER LIPS#TT: The suggestion is that the 
erfect-or the pipe line reduction on the price of crude 
should be that the price of crude would go up 8 eents? 

MR. PLOVKINS: ret necessarily. 

MR. COMMISSIONER LIPSETT: One affects the other. 

MR. PLOTKIN: Yes. It might and usually does 
result in extending the mrket for the product. The lower 
the cost the further we can reach with our products. 

MR. COMMISSIONER LIPSETT: You put it that you might be 
able to expand your sale and consequently the outprt by 


reason of having the crude somewhat cheaper? 


Mi. PLOTXINS: It. would. increase. 


MR. COMMISSIONTR LIPSETT: Now, in fact, how would that 


happen in your case? dHcw could you increase your----—- 


MR. PLOTK INS: Gur sales? 


MR. COMMISSICN=R LIPSETT: 786s 
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MR. PLOTKINS: In the caurse of my evidere 

T pointed out one matter, and it just bappehed a week ago 

I got a letter from that particular company and this company 
is in the Crow's Nest Pass, a coal company. ‘Three years ago 
I went to the trouble of making a survey, an engineering 
survey of the application of oil to coal for dust-laying 
purposes. It is only this Summer that the company has been 
able to write us and say "Well now, we are now ready to go 
into it on a big scale but we need a lower age And thy 
set a price of 4 cents a gallon, which was a profitable 
price if w3 took quantity into consideration. Now, that R 
cents has meant a lower cost of that residue for us. I mean 
the residue would cost us approximately half a cent a gallon 
less as a result of the pipe line redwtion. Now, we are 
able, becarse of the lower cost of these residue nroducts, 
to displace calcium chloride in the treatment of coal. 

Now, this one company has boen using oil on a small scale 
for three years. Two other companies have done the same. 
Now it appears we are going to displace entirely other 
methods of treatment and the market, as I estimate it, is 
over one million and a half gallons. That is one instance. 
Then you have other things, as I pointed out in the course 
of my evidence. In other words, when we are competing 


with another product, whether it be ealcium chloride or be 


it something else, and we have to meet price in order to 


displace the other product, the lower our cost the better 


able we are to take that business away from some other 


industry. The result is we expand the market for petroleum 
products. ; 


WR. COMMISSIONER LIPSETT: Your idea is then that there be 
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L. L. Plotkins. 
extended use of petroleum produwts within the area at 
present served from Turner Valley rather than an extension 
epithe territory itself? 
MR. PLOTKINS: | Both. There ig extended use 
by the fact of the cost boing less. Then there is also 
extension in the market because of the fact we are then 
able to take on additional business because our cost is less. 
iyvwitl illustrate. In the past I have refused to consider 
selling in Saskatchewan because our cost of producing the 
products and the transportation cost was such that the net- 
back was not satisfactory, The result was that we have 
refrained from doing that business. We happen to be ina 
different position than an oil company that owns its 
erude or part of its crude. ‘le are not pushed to sell 
anything unless we make a profit. 
MR. COMMISSION'R LIPSET?T;: Is that competition you speak of 
now something between your company and one of the major 
companies or is it the increased use of Turner Valley crude 
O11 products? 
MR. ?°LOTKINS: I will point out definitely 
what I have in mind. The Netural sodium products have a 
refinery in Southern Saskatchewan. Thoy have been importing 
crude oil from Montana. The evidence has shown that. 
They came to me and they went to other companies and they 
said "We are willing to discontinue bringing in cruie from 
Montana and we even will discontinue our refining operations 
if we can buy fuel oil for so much a barrel." Now, because 
or at least the reduction was one of the 


of that reduction, 


causes, and in fact thc major cause, becarse that reduction 
z - 


has the effect os far as our company is eoncerned that the 


cost of fuel oil is low, and we were 


able to make him an offer 
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that would displace the American product. So that, you 

see, it is Gary hard to point ott def: nitely how it does it 
but it does it. It gradually aidpleeug othe x pto ducts. 

it is true that it may also displace other companies! markets 
but if by that fact I have taken the crude market away from 
a major company who controls their own wells in Turner Valley 


and given it through my efforts to an independent, I have 


created a competitive situation in Turner Valley and in turn 


anywhere else where oil may be discovered, and that com- 
petitive situation will give the independent a chance to go 
out and expand the market, either through price reduction 
or through absorbing the increased transportation charges. 
The net result will be they will expand the market. 
PART TWO--PSTROLEUM PRODUCTS 
A. REFINING AND PROCESSING IN ALBERTA 

Cost 

Evidence submitted to the inquiry has shown that having 
in mind the geographical situation, population and demand 
for petroleum products that refinery costs in Alberta are 
reasonable and that refinery capacities capable of pro- 
ducing the high quality products now demnded by the consumer 
are not excessive. 

At the present time we have 

We have the 8. A. that 


Imperial building a new refinery. 


has already vuilt one. Gas & Oil Products have built one. 


We are building. That is all cracking plants capable of 


supplying the market with the quality of products it requires. 


Now. the total caane Wy of all those refineries is just 
’ 


enough to take care of the immediate future, which means 


that there won't be a 1ot of idle capacity, not bcing wee to 
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work. So that there is no, from that standpoint at least, 
there is no heavy refinery carrying charges that is being 
put into the price of refine@ products at the refinery: door, 

In reviewing the evidence, prices charged by the 
refineries to wholesalers and jobbers can not, in the light 
of refinery costs, be termed unreasonable, and as the refineries 
at present operating in Alberta market both through their 
own organizations and through jobbers, refinery prices for 
individual products can only be considered on the basis of 
average net-back on all products and the evidence shows that 
the profits are reasonable. 

Tiis 18, of course, true only of the major company 
refineries who have the opportunity to manufacture and sell 
leaded and straight-run products which gives them an average 
net-back sufficient to show a reasonable profit, but when 
we consider the position of the independent refinery with no 
cracking facilities, who is obliged at the present time to 
sell his straight-rur products at competitive prices, which 
do not return to him his cost, he is forced to operate at a 
loss. 

With respect to what should be the fair and equitable 
refinery price or »rices I propose to deal with this when 
reviewing marketing prices, as each is governed by the same 
factors. 

With respect to Lion Refining Company's 1938 refinery 
Show that the average cost of 


* 9 
operations our figures, (Bx. 54é6,) 


producing a gallon of refinery pr oduct was 8.d52¥, exclusive 


of income tax, and the average selling price was 8.83¢, “i 


leaving an average net margin per gallon of 0478¢, Or sligiily 
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less than $¢ per gallon. (Tx. 542) 

This compares with the figures shown by Mr. Cottle for 
the Imperial Oi1 in Ex. 667 of 7.8156¥ cost, exclusive of 
income tax, and a selling price of 8.66% per gallon, leaving 
a refinery margin of .8444¢, roughly 8/10 of a cent, 
and shows that our manufacturing costs are higher than tho 
meoreer verineries'’, but not at the expense of the public, 
although when our cracking facilities are installed we will 
substantially lower our costs and they Wilt then compare more 
than favorably with the larger refineries’, accounted for 
in part by lower capital investments and consequently 


lower carrying charges. 


(Page 160,546- follows.) 
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THE CHATRIMAN You heard what Dr. Brown 
had tu say, ur. Plotkins, that you could not hope to 
stay in the picture unless you were able to perform 

all operetions. 

Mike PLOTKINS: You cannot hope to at the 
present prices, that is correct. 

MAJOn LIPSETT;: Didn't he go a little fur 
ther, Mr. Plotkins, didn't he go almost the length of 
saying that it was possible that the refiner should be 
encouraged to exist at all only if it catered for the 
whole length of products which were required by the motor- 


ing public today. 

MRe PLOTEKINS: That is true but that must 
be qualified, Mire Commissioner. Turner Valley crude pro= 
duces roughly 50% gasoline and that gasoline is of such a 
quality that it can be leaded and with the market which we 
have here split, in our case at least 60%, probably 40%, 
automotive fuels, we are well able to take care of all our 
refinery products even with a toppling plant, providing the 
price of third products, third-grade products is in re- 
lation or in line with the leaded products but because of 
the competitive factors they are so low that we are not 
able to meet the abetion 90 we are forced into crack- 


ing but normally we can produce just as profitably. 


MARKETING BY WHOLESALE 


Cost: Forward: 
I propose to deal with this 


phase in the light of conditions as they existed immed- 


iately prior to September te wlgo os 
Itvidence given to the Com 
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mission discloses that in the production phase of the 
oil industry, well organized, so-called integraved 
companies can, because of the scope of their operations 
and the technical ability available to them produce, in 
the main, at lower cost than individual local operators, 
In the refining phase the same general principals, tn 
part, holds true to the extent that the greater the 
volume available to a refinery of a given size the lower 
the cost per unit, although, in the refining phase, 
market and transportation factors make it possible for 
comparatively small refineries, operating at higher ef+ 
ficiencies, to approximate, or even better, the costs of 
the larger refineries operating at part capacity; but, 
in the realm of marketing, volume alone is relative and 
is not the only yardstick with which to determine low 


COSt « 


ividence suomitted by wr. 
Cottle in lx. 663 discloses that the Imperial Oil market- 
ing cost in Alberta in 1938 was 4.55¢ per gajion, charge- 
able against gasoline after making an apportionment on 
an arbitrary cost accounting basis, made up of 5.46¢ 
direct marketing costs, -1l0¢ evaporation and handling 


losses, -O#¢ package costs» 


In other words the evidence 


we have heard shows that the cost of marketing by the 
Imperial in 1938, after appropriating the costs on the 
different: products according to Mr- Cottle. was 4.55¢, 


33¢ roughly. 
Sy Evidence submitted by our 


company discloses that we operate on 4 basis whereby we 
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‘ae sell to dealers an& consumers entirely f.0.b, these 
plants and because of the reducea Capital pipet 
involved and the compsrative large volume of sales for 
that capital employed, 

Our figures were taken 
and split up, brought out in exactly the same basis as 
the Imperial figures submitted by the Imperial. They 
are comparable in every respect. 

We have reduced our sales 
expense on the same cost accounting basis to .938¢ per 
gallon against the Imperial figure of 1.583¢ per gallon 
and our cost of administration which includes all itens 
of overhead covered by Imperial cost statement to .958¢ 
per gallon, against the Imperial figure of 1.967¢ or a 
total marketing expense by Imperial of 5.55¢, and Lion 
of 1-896¢. 

In other words on exactly 
the same basis we were able to market for roughly 1.9¢ 
per gallon against the Imperial's 4.55¢ per gallon. I 
am amplifying that later on to show the competitive ef- 
fect of that situation. 
MAJOR LIPSHT?T: Now iir. Plotkinsa, in the 
case of that, is it not neeeee ry for the Imperial to re- 


duce the price of third-structure in which you are con 


peting. 


MR.s PLOTKINS: True, they have to meet 
our competition. 
MAJOR LIPSETT; To meet your competition. 

WR. PLOTKINS: Ves, and I am not complain-— 

ing because they have reduced it to even the point where 


it is unprofitable to us so long as we do not have the 
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legislation that effects the crude situation; that ef- 
fects our market ing condition; that legislation where 
we cannot, where we are not able to meet the situation 
in our own way. 
iA JOR LIPSETT; I thought the point you 
were flaking just a moment ago was, that the price of 
third-structure had been possibly unfairly reduced to 
&@ point where you were operating at a loss and that your 
suggestion was that the price of that third-structure 
should be in some way maintained or put in proper align- 
ment with PG and tia yl. 
WR. PLOTKIIIS: No, that is not the stand 
I take and if I may be permitted to carry on here I will 
come to my conclusions as to what the situation is. 
WA JOR LIPSETT: Very well. 
In the matter of capital 
Ber etna nt devoted to marketing the Imperial Oil in 
Alberta shows a total capital employed, ix.580, at its 
depreciated value of $6,681,084-95, and sales of 
$5,183 ,000.00, this figure excluding freight. Whereas 
our marketing company had total sales of $290,362.20, 
exclusive of freight, on capital employed at depreciated 
value of £16,016.16. 
This gives a ratio for the 
Imperial Oil of $1.41 of sales to each ,1le00 of invest- 
ment, and for our company of »17.70 sales for each $1.00 


invested. The profit worked out by ur. vOttle with 


respect to the Imperialts 1968 market ing operations shows 
10464 on invested capital; in the case of our company the 
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above figures show a profit of 124% on invested capita 
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Out of a total operating 
éross margin cf »y1,520,516.44, Exnibit "659", the 
Imperial Oil shows a total expense exclusive of freight, 
sales tax anc packages, of pl,021,694.80, or a. 08 Gio. OF 
expense to gross sales ‘of 66.1%, before deductions for 
income tax. 

Our figures on the same 
basis show a gross margin of » 62,415.09, and total ex- 
pense of 642,209.17, or a ratio of 67.6% as against 66.1% 
of the Imperial Oil. 

Hence we can conclude that 
our marketing expense which includes, in the main, 
salaries and wages to employees and the purchase of sup- 
plies, are equal to or better than the Imperial Oil's 
Pia our low marketing costs are not obtained at the ex- 
pense of our employees or suppliers. 

these figures demonstrate 
that while the Imperial Oil's profit of 103% of their 
Capital investment is very reasonable I maintain that 
their system of marketing is too complicated and too 
costly. Operating on a less ccstly basis our company 
was able, in 1938, to market its refined products for a 
net average reelization of 1¢.04¢¢ per gallon whereas the 
Imperial had a net realization, on gasoline, less freight 
of 14.49¢ per gallon, iixhibit "656", on the Calgary Re- 


finery gationage, or an average sale price to the public 


by our company of lag less; ana yet performed this ser- 


vice at a reasonably large profit to ourselves. 


Now what is te be gained by” 


these figures is that while in the production, and to a 
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large extent in the refining, the operating methods are 
pretty well frozen, operating economies can still be ef- 
fected, technological advances will greatly reduce 

costs but in the realm of marketing, ingenuity and a 
thousand and one factors can overate to bring down the 
custs of Gistribution substantially, cutting it in two 

or three or four, which is nov possible with the other 
the business and when we take our operations 
and see what we have done, well that is self-evident 
that the marketing can be done in a million different 
ways and ultimately to the venefit of the general public 
Bre une COst is brought down. 

MAJOR LIPSETT: Now Mr. Plotkins, just to 


follow that up, because I have been impressed somewhat 


with the difference in the marketing spread---- 


WR. PLOTKINS; I am going to deal with 
that. 

MAJOR LIPSEHETT; You are coming to that. 

WMRe PLOTKINS: Yes, I am coming to that 
subject. 

MAJOR LIPSETT: ALY Prignty thens 


IR. PLOTKINS: Then there is another type 


of marketer in the Proviace, such as Oughton Brothers, 


who operate in the main by selling direct to the con- 


sumer, as opposed to our type of operation where we sell, 


] Thi : of marketer can 
in’ the main, to the reseller, This type 


reduce nis price to about our reseller price level, and, 


because of the operations being entirely local, and 


Limited. and carried on by the owners themselves, can 


Operate at a lowez co st of marketing than our cOonlp any 
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a 
and yet perform this operation very profitably. 
THE CHAIRMAN: Who can do that. 
MR.e PLOTKINS: Oughton Brothers. They op- 
erate on a still different basis. We had evidence here 
I do not know that they gave evidence as to their op= 
erations but we do know that they are reselling at dealer's 
pricese Oughton Brothers as a gereral rule giZ) to the 
consumer direct in the territory immediately adjoined to 
their bulk plants, to their service stations and bulk 
plants and they have made it a practice to pretty well 
sell on the basis of the average independent company's 
dealer price. Now they were able to do that because they 
were able to buy, they patiently built up the volume 
which gave them an opportunity to go out and buy the 
same as any other jobber and by their method of oper- 
ation where they do not branch out and appoint any 
dealers or scatter their stocks over different places, 
re situation which they foum themselves in, 
a ana their wives working, they were able 
to sell at e lower price very profitably to themselves 
and at a reduction to the public. There is no crime there. 


They certainly have the right te carry on their business 


in their own way. 
Then there is still another 


type of marketer---- 


WATOh LIPSETT: Dealing with that now, tir. 


PlotKins, would it be fair to sy that Imperial or British 
: 9 


a~merican should have to operate on a price margin com- 


‘payable with a family coneern where the wives of the men 


and all their family are working. 
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MR. PLOTKINS: INO « 
WAJOR LIPSLTT: Would that be a proper set~ 
up for the Province, 
Re PLOTKINS: No, but ™ am going to show 


they must meet that competition and it is the only way 
you are going to get any reduction for the public, to 
allow these firms to string out and bear their proper 
weight on the bigger companies which operate on the 
2rthodox basis. 

MAJOR LIPSETT: Would that not be unfair 
to the other side, supposing you had 100 or 1,000 or 
Whatever you needed, Oughton stations, to serve the 
Province, would it be fair to say that was a proper 
standard for a company like the Imperial or the British 
american or would it not be possible---~ 

MR PLOTKINS: Mre Chairman, and dir. 
Commissioner, I will answer that this way, why should it 
be permitted that 20 people like Oughton Brothers or 100 
operat ing each in his own little district, if he is able 
4 cents, that is the competitive 


bo cut the price 2% or 3 


system and there is nothing wrong with 2 ea GS bee 


means that the big company. has chosen a certain way to 


do business and they cannot meet that competition then 


they will have to either adopt themselves to it or pass 


out of the picture. 
Wow that does not mean be-~ 
Cause they pass out of the picture that there will be no 


products available because Oughton Brothers or twenty 


like them will create a market for the independent refiner 
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or a major refiner and what will happen is what has 
happened already in other products, the manufacturer 

will go out of the picture because they are not able to 
compete with the existing conditions in that industry. 

We have a good case in point in the automobile industry; 
the automobile companies tried to Operate their own 
branches and they could not do it at as low a cost as 

did private individuals, so they passed out of the picture. 
Now if the situation brings about in this oil business, a 
Situation arises where the number of jobbers strung out 
all over the country and operating on somewhat similar 
basis as Oughton Brothers or ourselves and it had the ef- 
fect of bringing the price down and the major companies 
sought to maintain that price and they were encouraged 
and were abetted by laws to ao that, now where is the ad-+ 
vantage of the competitive system. We are seeking to 
lower prices, to get more for our money and I do not know 
of any other way of doing it except by letting private 
enterprise bear its proper weight on the competitive 
system. 

mA JOR LIPSETT: Does thet more or less mean 
in your opinion that, assuming the refinery prices are 
correct, for the purposes of the argument, that the dis- 


tribution costs after it leaves the refinery under the 


oresent system are too. highe 


ite PLOTKINS: Yes, they are too high. 


They have been reduced. Jhen I started in this business 


there was 10 cents a gailon between the refinery price 


= -} 2 - Ay . Vy, 
and the selling price and today they are down to 5. Now 


what has made the difference, people like us, like Oughton 
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Brothers, they generally bear down on that market, 
MAJOR LIPSETT;: | Now supposing you were to 
eliminate, by this competition, the Imperial and the 
British Amer Loan system of distribution altogether 
through competition, would that not result then in that 
they would have to get a higher price at the refinery 
door to take care of their investment and to enable them 
te aake a profit at all: | 
WR, PLOTKINS; | ir, Commissioner, in the 
first place we would not eliminate them. They woulda 
Just gradually adapt themselves to tre conditions and the 
second place is that the refinery price at the present 
time is, permitting the refiner to make a fair normal 
profit, so if tomorrow the Imperial decides to sell all 
its distributing system to somebrdy else or go out of 
the picture, they could still carry on the refining op- 
erations and the production operations profitably, that 
is if we are to take the figures which were given td the 


Comnission in these various accountings, these various 


exhibits. 
wAJOR LIPSETT ; Now the loss which you are 


suffering at present, is that in the refining end or in 


the market ing end. 

wR PLOT KINGS: | I am coming to thate I 
cover the subject pretty thorovghly, to come down to the 
point. of Dad gasoline because I think that is where the 
id = i 


confusion has arisen as to whether there is competition or 


whether there is not and I afi painting the picture right 


through to bring the point Out « / 

MAJOR LIP SETT: Perhaps I should not inter- 

rupt you, lire Plotkins, but Iwanted to be sure that these 
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various matters which were in my mind were dealt with. 
Mike PLOTKINS: Yes, them there is still 
another type of marketer, for example, Trimble & Sons, 
who operate in the main without bulk stations or agents, 
transporting the goods direct from the refinery to the 
consumer, and the evidence shows they conduct their 
marketing operations at a total spread over cost of 
approximately ls¢ per gallon, of which about 1/2¢ per 
gallon was realized as profit; in this case, also, show- 
ing the entire operation is conducted very profitably. 

now if these people were not 
making a profit then I would say they are a burden on the 
industry but if they have devised means of marketing at a 
profit and still can sell cheaper, now they are having 
their prcper effect on that competitive price structure. 

Now <I submit to the Com- 
mission tnuat if the public is to be gi'ven the advantage 
of lower prices it will be brought about, sudstantiaily 
through econoriies affected in the method of distribution, 
and that ull types of marketers and distributors contribute 
to healthy competition, and are necessary to bring about 
lower distributing costs- 

Erice: 

uvidence submitted to the 
Commission clearly indicates a very wide spread between 
the tank wagon sale price of Leaded gasolines and third 
grade products such as gasolines, Kerosene distillates and 


diesel fuels. 
If we take the present re- 
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tankwegon this leaves a Marketing spread of 6¢ whereas 
the third grade shows a refinery cost of 9.e2¢g and a 
tankwagobn of 12.5¢ of & marketing spread of CT 

It is evident that the 
marketing spread in the case of third grade gasoline, 
being 3.é¢ is not sufficient to pay the Imperial's 
uverage marketing cost of &4.55¢ per gallon, and the 
Imperial absorbs this loss in their total za llonage, 
as their records show that they have an average market~ 
ing spread of 5¢ per gallon which covers all products. 

In other words, they can 
Carry on profitably even when the posted tank wagon on 
third grade products has been reduced to unprofitable 
levelse For themselves and others. 

In our company where we do 
not manufacture leaded gasolines and our sales consist 
mostly of third grade products which we do manufacture, 
we are not in a position to make up the loss in the 
marketing of third grade products through the higher 
margins, not evailable to us, to be had in the sale of 
leaded products, and this situation effectively curbs our 
efforts to maintain ourselves in the marketing picture, 


and heve our competitive effect on the gale price of 


leaded products. 
Ordinarily e situation such 


as this, which I have just described where third grade 


products are marketed at a loss, doeés not continue long. 


The past situation in Alberta as the evidence has dis- 


closed was that the independent marketers, being unable to 


obtain supplies of leaded products from the major companies 
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at competitive refinery prices, and with no independe nt 
refinery sources being available were not able to bring 
to bear their proper competitive influence, through 
their lower co st market ing, on the sale price of leaded 
products. 

with an average margin 

available to the independent marketer on leaded products 
of d2¢ or less, for a long time, instead of 6¢ or sg 
to the ma jor company it is self-evident that competition, 
while it cannot be denied that it existed, was limited, 
in our case, to savings in marketing and delivery costs 
to the consumer. 

In other words what I am 
trying to say is while there was competition in leaded 
products because we did, by cheaper transportation methods 
and because our costs of marketing were less, we were 
able to exert some pressure even although we only had a 
33¢ margin to work on as against the tia jar companies 6 or 
6s, but if we had had 6 er 5 and we are going tc have it 
from now on when we manufacture our cwm products, we will 


\ 


be in the same competitive situaticn as to costs to start 


\ 


with as the major companiese Our competition will exert | 


CG g i is ur cost of 
itself vecause our cost of marketing is less, our 


marketing is less, and our capital investment is less, 


therefore. I seek only to make a reasonable profit, why, 
b 


because that is the way we are going to get more money in 
the end and then we are not gotng to start the thing by cutting 
the price because cutting the price is not going to get us 


anywhere but by offering concessions that effect the price. 
Whether we break down the price of leaded products if con~ 
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MR e- PLOTKINS :: 


ditions permit,-now you say not bring them down, why, 
because with war conditions, the products that we use 

and the cost of labnr or taxes may go up to the point 

where we may not be able to effect the present price but 

we will certainly exert orr influence to sce that it comes 
down in proportion to cost, to our cost, to Oughton 
Brothers' cost, to Trimble Brothers! cost,. to everybody 
else's cost that markets in this Province,. with the re- 

sult there will be no other products ih the market for the 
ma jor companies to fall back on to get a bigger profit for 
themselves.or tc maintain a higher price that permits 

Sigger profit because conditions permit them. They will 
have to just submit to the conpetitive system which meang 
that when they find us seiling under conditions which takes 
away the business from them, they will meet it and gradually 
it will express itself ry either a lowering in price or by 
maintaining the price instead of raising ite. 

WAJOR LIPSETT:. I suppose there must be some 
limit, Mr. Plotkins, to cutting away profit, otherwise you 
you might find that it was not to the interests of a company 


to invest its money in refineries in this Province or to 


Garry on existing refineries evene 
Well iire. Commissioner,,. L 


pointed ous that this question of marketing has nothing to 


do with refining, has nothing to do with production; the 


market ing costs is what in the main will effect substan- 


tial reductions in prices to the public. 

WAJOR LIPSET?:. I see... Your. criticism 

really then more or less begins at the refine 
When it concerns marketinge. 
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MAJOR LIPSETT: nieh? 
MRe PLOTIINS: ; So far as it concerns market- 
inge 
MAJOR LIPSETT: Yes. 
Re PLOTEIMS: I am not forgetting that 


crude prices have something to do with it, with the cost 

of the product. 

MAJOR LIPSETT: But I mean you are more or 
less satisfied with the existing conditions until the 

moment when the refined troducts leave the refinery. 

MRe PLOTKINS; Oh yes, I accept the position 
that for the time teing with the Uonservation Board there, 
that the price of crude as it is, with the refinery tech- 
nology as it is, with the volume we have to deal with and 
the climatic conditions we have to deal with, that the price 
f.o.b. the refinery is more than reasonable, it is reason- 
able, and therefore, we do not need to look for very sub- 
stantial savings. 
MAJOR LIPSETT: Now from that on, assuming 
for the moment that there is no criticism until the exit 
fron the refinery, what do you say should be done then to 


get the market into what you would consider, a line? 


likte FLOTKINS; I didn't catch that last. 
bidOR LIPSETT: what do, what steps should be 
taken to correct whatever is wrong in the marketing end. 

iuake PLOTIINS: Mr. Commissioner, those steps 
are just being taken thems2lves because of the fact that we 
would be pushed out of the third grade market we have gone - 


ahead and we are brilding a cracking plant. The Gas and Oils 
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have done the same. It will correct itself from now on. 

I do not have any, I have no recomme ndations to make as 
tO anything which Should be done about it, to correct 

the. maladjustments because the evil brings about its own 
cure. in the cil business or in any other business that is 
On a competitive basis. 

bR » FRAWLEY: That is the good, long 

swing you are talking about. 

foe FLOTITNS: ell now the long swing, I 
do not quite agree with,at least the impression I got »y 
what is meant by the long swing. It is true it cannot be 
accomplished over night, why, because nothing can endure 
that is accomplished over night. You have to cure «@ 

thing step by step and you have to eall for the adj ust- 
sents to be made throughout the economic body of the in- 
dustry you are treating with and if youtry overnight to 
adopt something new you are going to disrupt production, 
you are going to discrupt transportation, so that the long 
Bwing is just, in my mind, and it actually is, it means 
that you must give time for the different factors to 
assert themselves in the normal course of business. Now 
fet nay mean a year, it may aean two years, if the 
Pabicn is a very big one; on the other hand, it immed- 


lately starts to rectify itself when a condition becomes 


intolerable... 


(Go to page 16,559) 
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fey i. Plotkings. 
In other words, the moment that Imperial Oil began to put 
prices down of say 3rd grade Nyaaane Or even before that, I 
couli foresce it and we began to work and figure out ways and 
means Of meeting that situation. The result Assit (takes 
usa year or 4 year anda half, because we have limited 
capital and various other reasons, but we will meet it, and 
after that year and a half, I am going to point out, how we 
can overcome that. ‘“e are not down. JI am going to show that 
we will mect that in our own way but we want to be left alone 
to meet it and not to have some hurdles put in the way where 
we just fall over and kill ourselves and the other fellow 
Only stumbles. 
MR. COMMISSIONER LIPSEPT: Supposing those hurdles - I do not 
know what you are referring to - but supposing those hurdles 
are unfairly put in your way, will it not be desirable that 
there should be some agency to prevent something unfair being 
done to you cr other smaller operators? 
MR. PLOTKINS: The hurdles I have in mind is 
the legislation on the books cf this Province. I am not 
asking for any laws or any help from the authorities in 
meeting competition. I think that to-day the oil business 
is sufficiently well understood. ‘“e know what makes the 
wheels go round tc a large extent and the only help we need 
from the Government is statistics and research, which the 
industry, or the smaller units of the industry, are not able 


to carry on that themselves. In other words, what I have ir 


mind is that the competitive system as it works out in tle 


Oil business does not lead to the small man demandin 


Government protection. T think that he is in fact well 


able to teke care of himself and probably better so than # 
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big company, because he is able to operate on a small 
individual basis ahd at considerably less cost and outside 
of refining and Outside of production, in the marketing end 
he certainly is well able to take care of himself. Therefore. 
Ido not ask and certainly recommend against any Government 
help in the form of legislation that will put us at an 
advantage or put us on an equal basis. I cennot foresne any 
Government legislation that will help us. he reason for that 
is this. These conditions tht I am pointing out are going 
to continue forever, as long as the human mind is going to 
evolve new ways of doing things there is going to be mal- 
adjustments and those maladjustments cannot be cured by 
legislative enactments. They cannot be cured by three or 
four men getting together even in the industry and they 
eertainly can be reviewed am considered by three OPEL Giure 
men or a dozen men in the industry to seek causes and try 
ané apply a remedy. Now, the advantage of Government research 
and Government statistics, such as has been developed in 
this country by the Bureau of Research in Ottawa and the 
Bureau of Statistics is to give us facts that we are not 
able by ourselves to get. The bigger companies are able. 
They are at the seat of authcrity in Ottawa ami they are able 
to get all these figuros ani facts. The smaller individual 
is at a disadvantage in that respcet and because of that 


fact, that those facts and that research is being carried on 


at a national expense it should be made available and it 


is mde available to the smaller companies, except that at 
the present time there is ho definite effort on the part of 


the industry to direct Government efforts in Ottawa or in © 


Edmonton towards giving us definite information on our own 
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industry 

MR. COMMISSIONER LIPSET?: Just follow that up, mr. Plotkins, 
for a minute. You say that Government should carry out 
research work and statistical work and should be used to 

the benefit of the industry? 

MR. PLOTK INS: And the country. 

MR. VOMMISSIONER LIPSETT: That means that the public of 


the country pays for the research and statistics for tke 


benefit of the oil industry or certain companies in it. 


Why should not the Government seek to see that the benefits frem 


that are not diverted exclusively into the pockets of the oil 
companies but should go back to the public, to the consumers? 
MR. PLOTKINS: Yell, Mr. Commissioner, to 

repeat, that if I can find a better way of marketing, the 

Only waw I can profit by that better way andl make more money 
is to extend all the benefits to the public. If the Bureau 

of Research devises or gives us information where We are 
able to better budget our business; better decide what 
products to sell and eut our costs, the only way industry 

can benefit on a competitive basis right now - and I am not 
talking about a monopoly, I am talking about individuals in 
the business to-day - the only way that I can benefit 

if some new way is found is by putting the price down. Not 
necessarily directly. But I pointed out in the evidence 
that we could not put the price down openly. For this 
reason, it is only that dominant factors in the industry can 
do that because of the ~ scope of their marketing operations. 
They reccgnize competition and it finally brings about 4 

And the result is they lower the 


fevision in values. 


price or raise it. But the private individual, such as 
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Ourselves, or the small company, the only way we can give 
a lower ptlicé in general is to give concessions, such as 
bigger discounts to our dealers, and such as lower cost 
transportation, but something that results in lower price 
to that dealcr or consumer. Even though, for instance, we 
may have the same price in Calgary for leaded products but 
the Imperial only gives a commission of 2 cents to their 
agents, which limits the benefit of those commissions +o 
just their agents. Now, we are able to , tecause if we 

get a lower cost to give that commission to ten times the 
number of agents that they have and split up that business 
amongst maybe one hundred individuals instead of ten. Now, 
what is the effect of that? The effect of us giving a 

e cent discount to one of our agents or dealers which operates 
in a small way with a truck or with a statiom is for hin, 
because of the scope of his operations being entirely local 
and probably beeause he has other lines of business too and 
because of the fact that we permit him to truck from our 
refinery direct to the consumer, it lowers his cost of 
distribution and he is able to have an over-all margin bigger 
than he really needs. The result is he cuts his price to 

the consumer and when that is done on a big enough scale the 
competing companies then lose business and the first thing 

we know there igs a lower price in tank waggon or, such as 
took place a little while ago, a lowering cf freight rates. 


That is the normal way fer competition to assert itself. 


MR. COMMISSIONER LIPSETT: Now, Mr. Plotkins, what do you 


say to this angle of it, that until the present moment there 


has been no one in this Province able to eater to the whole 


needs of the motoring community except one or two larger 


companies, as refiners. Tf it had been depending en say 
3 


wy 


4 
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yourself only, a small portion of the motoring public 

and e@ larger proportion of the farmers would be taken 

care of. Now in the course of giving that necessary 

public service these major companies have invested large 
amounts of capital in the Provinee. Now are they not 
entitled to consideration for that? 

MR. PLOPTKINS: Certainly, yes. They are entitled 
to the same consideration that the large elevators in Fort 
William were entitled to when the situation arnse that 

grain started moving West and they built new elevators in 
Vancouver, and it left the big capital to take care of 

itself in Fort William. That is the consideration they 

are entitled to. Under a competitive system when we make 100 
or 500% we do not split it with our neighbour, and when 

we lose we have to take the pill and like it. And if 

the Imperial Oil or any other company has devised a 
distributing method that we attack through our cperations 
well they just have to adapt themselves to the new 

conditions and lower their costs or de something in some 
other way to meet that competition. ‘Ve do not feel 

that they should be able to obtain legislation that will 
procect their ee et eae because they just did not happen 

to be ready for the change that has taken place. 

MR. COMMISSTONER LIPSETT: “I do not think there was 
any suggestion of protective legislation of that sort 


by anyhody~. 


MR. PLOTKINS: Well, Mr. Commissioner, 


the present laws as they at present exist definitely 


result in restricting competion. The amount cf service - 


Drj si a 
stations was attempted to be regulated. Price has been 


Mieereq with. Everything that we have in the Fuel Ot} 


i FS > 
aN o heted 
Z ae H + é 
a7 a mm € , in : ; 
oy ‘ “ 5 
i a - : ; 
. » . 
4 M - 
_ , tL tag 
hws? , ‘ ie rr) 
*t 2 - - 
2 ; “4 gps ee gS oz tu 
- 4 - ~ ms eo Lj - 
$ ; 7 %, P we 
pass a = ie ‘ ts" a < 4 5 
i : aot : = ri oes > 
: te ae SoBe ‘ j Pm. - hi } os 
-iee FES weet *enq J all “4 tis 
ls ee a ak tent 3 eas, aa y ; 
be ef ; : : P : _ a ; 
. * ‘s ’ ry ae ve > ' . 
a Le es renee ti sae, 2a 7 s 
3 ¥ Bi . 4 
; > i: ‘ 7 i . 
\y a Pi 4 ‘ 3 > . 
7 = : 14 ‘ Ties ’ igs bree Be, 
. R é a. . ‘ o wil: ne et ‘ 
seh in > ot i £ 
F es Sea teal ie > Va va 
Pes = - 
7 aS a , Wha 
: “a ‘ $ : 
aia! ere 6 4 Li : 
7% Las ane : 
r wat % 
bret cs r em = ern 
aa “> pea : ted a. 
s 2) : ra) ae 
ent set a : nw ; 
r Hh bead te * 
a “F seere k 
an ee 3 a 4 
4 : : an f i 
ms - oe a ; ee “ee 
Be Ee oe Rant 
1 = ; : j ) Ea eee 
3 i aS 3 cy fie 
ce . ir sma’ } oe . : ; 
ae ‘ - ei oH 
@ i 5 nope a) - 
; r Be ; =: ae 2 ‘ 
: i 3 ae : 
nS - ceradad Vw x 
B = ; fu y ia 3 : ee, 
i ; 5 ar : tm 
~ a ae oh ; : is fs “ ‘a! 
me mae / 5 2 : i 
Epag eet A hid gy ” net 
; &: aoe eel ts Fae zs 
+ J = ° 
8 ais - e be een = 
a rho, ee oe 4 “ Pe a 
‘ my = ihe a Pee + i : > ven 
, a oy : ; 
ae 3 i : > es 
, “ 1 : ne! fae 
: whe ein : ts : ‘ cfs , 
ae % ee z m ; Ee 
1 * * ve , A 
* hae 56 on ; ‘ yo 
ae -: ae L ae = Ls 
is pees ‘a kegs ee e 
: ; 7 : i 
‘ es es A : oor ; : ot 
5 Meee, ge > : < ae Ly red 
: Ea 5 “s Aor) t ates Se Re a a 
- : ke : ort on ; fi ape syed 
t =" 24; SENG y 
Lert pues on * thu! d 
4 aoe : eit ‘ : feat 
ae pe , 0 ne : . 
x i> ~ hee heey a a 
- ? a! ~~ —_ 
ee te ' rae baie “<j : ~ Nis 
oe; ~ ; cn 
i “ Se pleat ot aed . ig: io 
7 pia ‘ ; 
ner a * ay pe 
ey . ose 
: f ed Se ns “0 i 
‘ ae > c : a 
: ay. Re chem, & e ' oe 
i r ed . <3 
“6 ren we) 4 sere ; : é i 
aa te * - > 
j £ o org ‘eee 
4 a ’ oe ; z 
4) i : 2 ek es Nee, , ? 
ie they +h show, *. ? 7 
par port ao mer fig abe one ; 
i rie pear is : ; 
* Ps 4. ms ee ee 
ry od s Se; <, : = 
Eee Ae a. f ‘ F ‘ i 
4 e hy Yi 
P bw, = s 
i ood on id 
Fe ; 


T-4 


~16 ,564- 
ied, PLlOtKins. 


max Act and all these different Acts tena to restrict 
competition instead of permit it, and the Only result 
of these Acts is to protect the existing system of 
marketing. That is what I mean. 
MR. COMMISSION:R LIPSETT: lowonder( £f thats ase? 
MR. PLOTKINS: Well iD am: going to, read 
from correspondence in respect to what happened to us, 
because of this and that and that will probably illustrate 
the point. 

i wigh to point out that while 
our records sw a substantial marketing profit in 1938 
when competitive discounts and price reductions instituted 
Pyermperial Oil were unknown until June 21st of that year, 
Since then due to these reductions which widened the spreads 
between third grade and leaded products, our 1989 statement 
will show no profit and a loss on the sale of third grade 
products. This does not mean that our companies have not 
made a reasonable profit in 1939, as in order to overcome 
the situation created by lowering of margins without any 
accompanying reduction in cost on the third grade products 
that we manufacture and market, and having no leaded product 
margins on which to recuperate, we extended our activities 
in other phases of the business and successfully maintained 
our position. 

In other words, when [ saw what 

items of the oil business 


was coming we branched into other 


and we just laid dow® on the products that we couli not make 


a profit on because of the situation created and we are just 


as strong and just as good and in as healthy a competitive 


condition to-day as we were a year Beo Ox two years ago. 
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The result is we aré still in the picture. We are still 
going to have our effect on competition. And the question 
of third grade prices is going to cure itseli. Now, there 
is another thing I wish to remark at this time about third 
grade products. They are going to cure themselves for two 
reasons. One is there is going to be more leaded products 
available at lower prices. The second thing is that the 
third grade products are gradually, the consumption of third 
grade products is gradually being reduced, with the result 
that in another two or three years the price of the third 
grade produc*s won't make any difference. In fact, right 
now the average consumer will buy leaded products in preference 
to third grade products even with the big spread between the 
two and every year that goes on and laws----- Now, there is 
another place I wish to cmphasize the effect of the laws in 


Alberta. Mr. Sweeney, a man I had working for me a number of 


years ago, made a survey for the Anglo-Canadian Oilof the marketing 


situation in Manitoba for the Brandon refinery of that 
company. I had a conversation with him as to the effect of 
no tax on distillates and third grade products or farm 
products in «ani toba. And he told me. that the refineriscg 
down there had a shortage of third grade products and 
distillates and that they had no trouble and they were only 
cracking partially because of the great demand for third 


grade products and distillates and diesel fuels. Now, here 


in this !‘ywovinee three or four years ago the Government 


instituted a new system of taxation. Nothing was exempt. 


All products vaid a certain tax. There was exemption for 


farm use. But it resulted in a tax on all products irrespective 


of whether they were farm fuels or distillates or diese] fuels 
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ar gasoline, third grade, and the effect of that law has 
been year by year to just reduce the consumption of third 
erate products in the Province of Alberta. Wow, our farmers 
ere no different than the farmers in Manitoba. They have 

the same equipment and the same consideration. But there 
there is no tax on distillates. Here there is. The result 

igs that our figures show that in another two years we 

won't have distillates or third grade gasoline. It will be 
gust a thing of the past unless the law changes. If the 

law changes a new situation is created. And maybe the farmer 
maid go back, that is if there is products available, he 

will go back to distillates. Why? Because he can see a 
saving. At the oresent time our business has been seriously 
Girected, I am not complaining, I am just pointing these 
things out, by the legislation that taxes all products. 

MR. COMMISSIONER LIPSETT: Might that not be something in 
Payour of taxation, if it is urging the farmers into the 
consumption of better grade products and giving a better 
return or a better chance %¢ the refiners? 

MR. PLOTKINS: No. Mr. Comnissioner, the question 
of a better grade to the farmer is, it is not a question 

of whether it is better or worse, but it is a question of 

the coast. The “armer is going to produce wheat am he 

is going to prodwe it as cheap as he can- ifs hescan 
produce it with Diesel cheaper than he can produce it with 

| with Diesel so that he 


gasoline he is. going to produce it 


will do whatever results in producing most units of wark 


for the least money. The reason he is buying more and more 


leaded products is necause the facilities, the taxes has one — 


erfeet. It is a psychological effect. The facet is that 
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it is a lot easier to work with gasoline than it is wth 
with kerosene or distillate ana bocause of the small 

Spread between the products, due in large part to taxation - 
even though iv is not in fect, itis not aubig cen. git wnad 
that psychological effect. He just says "Well, I think 

we will use gasoline." 

MR. COMMISSIONER LIPSET?: And has that not been beneficial 
to the oil industry and refiners? 

MR. PLOTKINS: } It may have been beneficial to 
the larger companies, but it has not been beneficial to us. 
MR. FRALEY: The tax is 1 cent on Ethyl 
gasoline or on Diesel fuel. 

Mae Ee LOTCINS: True, Ll. .cent, (but Wess noteors.s: 
the 1 cent, there is a lot of red tape to it. There ig 
eoupons and there is refunds and there is a lot. of writing 
that the average farmer hates. 

MR. FRAWLEY : tt is certainly pretty easy for 
him----- 

MR. COMMISSIONER LIPSETT: And it is a larger proportion 

©f the price too. 

MR. PLOTZINS: Yes. That is another thing with 
regard to that 1 cent. We take — Diesel, where we sell 
it to a dealer for 6¢ cents or 7 cents, and there is the 
same tax on that as on other fucls that sell fa@ 9 or 10 cents. 
the tax is not such a big tax 


There is a1 cent tax. Now, 


probably, but that plus the red tape and plus the psyehological 


effect on the farmer, the consumer, he just seems to have 


switched the business to the other product. 


MR. FRAVULEY: T aid not understand you. 


Mr. Cottle tells me you are advocating, like in Saskatchewan, 
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no tax whatever to the farmer. 

MRe PLOTKINS: Oh no. I think I have put it 
in brisfs at various times in the last few years to the 
Government what I am advocating. That is that all gasoline 
be taxed, whether they use it here, there or anywhere else. 
Because it is not a road tax. It is a general tax. But to 
exempt all distillates am Diesel fuels so that the farmer, 
if he wants to get the benefit of the lower priced product, 
Hemwiil work for it. He will buy a kerosene tractor ora 
Diesel tractor, which is a little more bothersome than the 
gasoline tractor, but results in a lower cost to him. If 

he wants to use gasoline and take things easy, let him pay 
the tax, like everyone else. 

TH CHAIRMAN: That have vou to say as to the 
Suggestion we have had thet the modern engines used on the 
farms are higher-compressioned engines and call for a better 
erage Of gasoline? 

MR. PLOTKINS: They do. ‘Je also find that the 
distillate engine and the Diesel engine is maintaining its 
position in spite of the high-compressioned engine on the farm. 
We have a case of it where the----- well, you see, what 
distates the position ae the farmer as to what xind of an engine 
he is going to buy is what is the price of the fuel. He 
has to Peace between the high-compression gasoline engine - 
and if he is willing to pay a little more, if he wants to 


take it a little easy he may in spite of the increased cost 


and the tax cn gasoline, he might buy a high-compression motor. 


On the other hand, if it cuts down the cost, and he figures 


there is going to be a substantial saving, he will buy the 


Diesel tractor or the kerosene tractor, without any tax. 
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In the nett result he is doing his work for less money. 

But beeause of the tax situation in this Provinee there 

has been a heavy increase in high-compression casoline 
tractors in this Province. 

MR; COMMISSIONER LIPSETT: Is this Diese1 oii something 
that could be used in the ordinary motor car? 

MR. PLOTK INS: Diesel? 

MR. COMMISSIONER LIPSETT: Yes? 

MR. PLOTKINS: No, well, there is no motor cars. 
There are trucks on the road using Diesel. 


MR. COMMISSIONER LIPSET?: Are there trucks using it? 


MR. PLOTKINS: Yes, in the United States. 
MR. FRAWLEY: anc buses? 
MR. PLOTKINS: Buses and trucks, and even in 


Canada, in Vancouver there is a large number of Diesel trucks. 
MR. COMMISSTONSR LIPSETT: None in this Province? 

MR. PLOTKINS: Not in this Province so far. 
Road am weather conizitions are against it, but we probably 
will experiment with that with our ow frooke. 

MR. FRAWLEY: This Diesel fuel is burned ina 
Dissel engine. You eould not use it in your Mercury ? 

MR. NOLAN: “the Mount Royal bus uses it. 

MR. PLOTK INS: Yes, that is true. 

MR. COMMISSIONER LIPSETT: In Calgary? 

MR. NOLAN: Yes. 


MR. COTTLE: It is a special engine, it is a 


Dissel engine. 


MR. FRALEY: Everything is special. 


THE CHAIRMAN: Have we any evidence before us 


as to the extent to which modern machinery is affecting the 


farm business, that is farm machinery with high-compression 
b] 
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engines? 


MR. FRAVORY: The trend of the high-compression 


motor on the farm? 


THE CHAIRMAN : Yes. 
MR. FRAWLEY ; There is no evidence about that. 
MR. HARVI®;: < think there is considerable, 


Mr. Frawley. 

MR. PLOTK INS: there are fipures aeehiaanaee 
MR. HARVIE: Mr. Miller's evidence was that 
some years ago the relation between farm and urban use 
was 75 to 25; but that now is 50-50, and he expects it to 
Demo sO 75, He attributes that largely to the reduced 
eonsumption reouired by high-commpression engines. 

MR. COMMISSIONER LIPSET?: I thought it was the increased 


use of motors over farming. 


MR. HARVIE: it is, but he said the other 


was a considerable factor toc. JI think the effect of his 
6vidence was that for a farmer to do the required amount of 
business or work on his farm would not require as much 
gasoline with the high-compression engine as he wuld 
with the o1@ form of engine; that is a material faetor in 
the change. 

MR. COMMISSIONER LIPSETT: I think what the Chairman was 
asking was if there was any evidence to show the growth of 
the inerease in the high-compressicn engines on the farm. 
MR. HARVIE: Yes, there is. I think the 
evidence of Ur. miller was that the trend is that way and 


very noticeably that way- 


MR. PLOTKINS: The Ethyl Corporation made quite 


astudy of that and I thought I heard it here in this 


Commission that they gave evidence as to the amount of 
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L. &. Plotkins. 
horse-power per pound. Now, in regard to the Chairman'g 
quest ion----- 
THE CHAIRMAN: It would have some bearing, if 
you are making the suggestion that taxes be eliminated o@& 
if we recommend that the taxes be eliminated from the lower 
erace fuels. I suppose you would say that the farmer 
should pay the same as anybody else on. the higher grade, 
"Q" and Ethyl? 
MR. PLOTKINS: Yes, if he wishes to get the 
benefit of them. I will explain tht. Now, what Mr. Harvie 
has just said is correct but he did not go far enough. 
To-day, because of the high-ccnpression engine there is a 
marked reduction in the volume of gasoline used for a given 
amount of work but in the other type of engine the reducti on 
is absolutely in proportion, because if it were not they 
covrld not be marketed. In other words, if the distillate 
tractor was not as efficiant in terms of cost as the high- 
compression gasoline tractor, you could not sell it. Now, 
I am going tu give you an illustration of what has been 
accomplished in the distillate tractor as well as in the 
high-commression tractor. Fifteen years ago or twenty 
years ago we had tractors developing 30 brake horse-power 
with a weight of seven to eight tons. Great big monsters. 


To-day we have a similar tractor, with the same horse-power 


that weighs 2,000 pounds or less. ie have these little 


: } i ie ey have 40 horse- 
Caterpillars, no bigger than this desk. They have 4 


power and they only weight 1500 or 1600 pounds. The result 


is more of that fuel is transferred into power to do the 


work instead of carrying itself. So that today, all types 


of tractors. including Diesel and distillate, have a 
My 


considerably increased amount of power to be derived from &4 
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pound of fuel and the relative vaiue of the tractor far a 
given condition, and what determines the farmer in buying 
Ome-Or whe other is finally the cost of the work and the 
final cost of the wark ina lerge measure depends on the 
price of the fuel. So that if the farmer in Alberta, if 
there were no taxes on these distillates and he were only 
to say to himself "I can buy a Diesel or I can buy a kerosene 
"tractor and I am going to do that and it is going to cast 
me $300.00 for fuel cil, and if, on the other hand, I 

buy a gasoline tractor and it is going to cost me $350.00 
or $400.00 - but with a gasoline tractor all I have got to 
do is to spin it and go on, and it is nice and smooth, and 
it will go a whole lot better than the other." He ean 
decide even if he knows it is costing him a little more,he 
ean decide to buy a high-compression engine. Cn the coher 
hand, he can equally decide to buy a Diesel or a distillate 
tractor. And to-day, even in spite of taxes, there are 
increasing numbers of Diesel tractors being usec, but it 
is only slow and gradual. Whereas, if taxes diu not exist, 
we would have a considerably large number of Diesels, 
because the Diesel is the most efficient tractor on the 
market to-day pur pound of fuel. But because, as I say, 
of taxes and red tape, it has been hela back more so than 
in other Provinces where there are no taxes. 

MR. FRAWLEY: wow, the Mommissioners should 
be told, of course, we would be retracing our steps; that 
>povyinee non-taxable fuel, just the sort cf 


we had in this 


thing you mentioned, put there were all Strts of abuses, 


blending, etc., and that blended product being exempt fron 
bf 


taxes. or certainly not paying taxes, whether termed gasoline 
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GL. Lb. Plotkins. 
or not. 
MR. PLOTKINS: iMat 18 perfectly trae.) ve went 


through a period of very difficult times amt conditioms for 
the Government to enforce taxes in the past, when there were 
no taxes on the distillates an farm fuels, because of the 
existence of niphtha fuel in Turner Valley. But to-day 
that condition does not exist. 4nd also to-day the 
Government is better informed on the methods of administering 
these taxes. In them cays the Provinces enforcement methods 
and laws were not quite adequate. ‘to-day they mMve a little 
more knowledge and the proper machinery and I do not think 
that it would be very difficult for the Governmert to 
effectively cnforce the laws, the rew laws that will eliminate 
taxes from the products that go into farm consumption. 

Meet is in the distillates and Fiesels. There is another 
thing. We can manufacture gasoline out of these products 

in the refinery just as easily. Al? you have to d is have 

@ retinery.. 

THE CHAIRMAN: I do not understand what the 
difficulties were.  Twould like to follow that up. ‘hen 

the distillates and the Diesel fuels were tax-free, how did 
they manage to escape taxation on "Q" and Ethyl, because 

the other two were free? 

MR. FRAWVUnY: No, just by blending. I am 
really an amateur on that subject aud,Mr. vletkins, you are 
a professional. You tvll the Commission how they escaped 
taxation. 


V ; ; D 
MR. PLOTKINS: Well, originelly the Province 


wanted to impose taxes on gasoline and they attempted and 


did pass a law defining gasoline. It was very loosely dravn, 


with the result that if we chose to pay the tax we called it 
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gasoline and if we chose not to pay the tax we called it 
something else, and the Government was powerless under its 
then legislation to do anything about it. Now, that was 
due to plain ignorance at the time of the enforcement 
authorities. Now; Ss*acresulthor thatasituatien eel} 

THE CHAIRMAN? vas the gasoline tax collected 
by the companies, as they do it now. They could not escape 
it now, if you give a service station so much Ethyl am 
so much "Q" and so much of something else, surely they have 
to get the tax on everything that is Ethyl or "Q"? 

MR. PLOTKINS: Well, Mr. Chairman, here is what 
happened. The companies in the main paid the tax on gasoline 
that went into automobile consumption. But they sold 
distillates to others, to dealers or to consSumers----- 

THE CHA ritaN: The farm trade? 

“MR. PROTKINS: Yes, that were tax-exempt, 
legally tax-exampt, and that consumer or dealer went to 
“Rarner Valley and bought naphtha p1roducts----- . 

he . FRAWEEY : Naphtha was not tax-free, 
Naphtha was taxable. 

MR. PLOTKINS: Yes, naphtha was taxable ,fcr a 
long time it was taxable, and they could blend the taxable 
product with the non-taxable distillates and the result 
was that instead of a 7 cent tax or whatever it happened 
hohe at the time, 5 cents or 4 cents, there was only a 

tax on 60% or 50% or whatever the proportion of blena was 
used to make up the product. 

THE CHAIRMAN: You say that they have gone 

eS .... they cannot get this natural gasoline to blend? 


7 VR. PLOTKINS: Not only that, but the business 
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is better organized and that type of operation has com- 
pletely disappeared. The Government has much better 
machinery to know what is going on. They have an absolute 
grip on the business insofar as getting information as to 
where it comes from and who it goes to amd whether the 

tax has been paid. With the result I cannot see any 
difficulty in defining a taxable product of gasoline or 

not taxing others. 


THE CHa IRMAN: Then in the result, as I under- 


ss stand your submissiion, you say that if the 7 cent tax is 


being imposed, the excentions should only apply to fuels 


below "Q", or third. 
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MR. PLOTKINS: - OY Ll aid" t eay thet. 

THE CHAIRMAN: Below third, 

MR. PLOTKINS: — Below third, that is right. 

THE CHAIRMAN: Below third? 

MR. PLOTKINS: Because the Government is naturally 


interested. 
THE CHAIRMAN: That everything above thire should 
beara 7 cent tax, thet is all pecple should be on a perity, 


whether it is 7 cents or 6 or whatever it is. 


VR. FRAWLEY: Whether it is used on the farm 
errno t'. 
MR. PLOTKINS: Yes, and the reamn I say that is 


beccuse it is absolutley considered by the Government enforc- 
ing agents, that there is a widcospread escaping of paying 

the tax today on gasoline used on the farm: there is no 
doubt about that, end the revenue that the Government will 
derive will be just as great or greater but it will be, it 

will bear equally on everybody where now the large part of 

the gasoline which is consumed on the farm dees not pay, or 


on the road to farmers, dces not pay any tax. 


THE CHAIRMAN: 7 follow your reasoning perfectly 


but I am not clear on it and that is why I have been pressing 


you upon it, to what extent is the farmer who is really using 
gasoline on his farm today, using "Q” and Btuyl? 
Oh ---~ 


MR. PLOTKINS: 


THT CHAIRMAN: You say thet is serious, at 
least it has e serious bearing upon your argument. 
MR. FRAWLEY: Thet is the point and you will 
be penalizing the farmer with the high compression motor. 


MR. PLOTKINS: That is true except that each 


Rae et ars ae Sa 
1 ' } F 
P ry i 
#3 a 
\ 5 
an ss - ia 
OG gS 
dary apres t oe ace 
' . ¢ as K me 
ahd De ea AO as ae 
ot ng Lo : TW 
sey nigel ieee eee ahh 
: 3 he: i oh a 
ew fies 
Ae ait ie aS ree) if ae ee el Fd ZANe a Preps: SGN: pes 
y ts ‘ & 
. arya i ip ed aes ! 
vr, é ‘ a. i ¢ ' 
ge ese on lea | ke 2 ER sae er arP aR ct ae dt See 
; x 
~ 
‘ 7 , i 4 = 
Fe hrs Fed : 2 OSes i cai on a ‘i ay ry 
éf ‘ fo 92) Yedt, 3 
a om DGe) ns PCE oe Se tee Nae : 
So oes Pee SURO and Wes Oem tes Sg Gece 
oe ; ee : : 
1 Cf1Ei.Q 
Pe RM in ca ram Aan e ane Sew gk e eae 
! een in ne Ee Bi 
tae eis Lane pane a Pea Es 
a fees corer oo fake ee ae eae ee 
i hemes te Oey sano (FREES og aN 
a ‘ ‘ 
ea aks a 
Ee f 
ca 
= “2 E } y a . - 
: 4 al és Tay ane ira reads 
SES ; : ij an ah Ba LS Ae bictarh, yer jets ee See) bg e 
LB Se? Ce ea badd Sere, Be Bae ele a 
, a ‘ Ye ; 4 o.5 . 
Pia gy Bos GAY Seo OS eae sores Fis a apts Be aS Sek 
, wit 
" . ’ e P A eo 
SOnW BUCK Ab bAALP Pee Maa: 
a PLEee Tah sth see Po Ashes Ree aad ue Be mie te tua eee 
; i , burh® 'iee’ 
a ae a9 a dw ‘eee 
rir Ay thy sh a iy oe ie On ae an Pe eur ae ah 4 re 
a ea kc Se? ee Ham ae et 8 GE Eek - 
+ 45 } 
} re 
o Vo Pom Be cont ie atomcat on 
9p Ee ON er a 4 aS) 2 OME o Kft a ete 
ae iT." = : ; ‘ 
. 7 dn ss - Ld : i rf 
Ha Pee os he Deh is ; re ee ty rat eae ts a : 
dual oe hate: ee a . ua ae eL SDI a ee Kew Les a x ote 
4 ov t fadv pte It po te fo. to 
5 Pe oe “SG ‘ SQ OE a ee ets Vite FS ny . i 
pew aot As aa eck Ma eg ee aie 5 ‘ase on ae i . bie ~ 
P ** qt a ae ab sll vis Se 
fan gr GoW 'rentet pay ef Seema vam & Cae 
Ae kG : Heil ph am Ke eat’. 8 dene 
miespige. hat) sant PETA ite: Mat \es PE nee RNa Seen a a0 Cree es “a Bits 
“td rc , -" 4 _ thn +. 
PAV GTS Devs atten x Wnbod sxe 2 
Bie ea esen ? fen aes: $ 
ge Kylie ere an RES e ss we om ape wh cee 
: ‘ Pape? ’ in iy ; 
wes ar ik enalinds a ey 
J hee ee ne z : 7 
: * ie . - 
v9 unithae BERGE Ya Wo 
4 tr; Le cae pes ets ale Pee cette veg 
a ie 
aes >" ps | oe nog ‘wal 
¥ me: a 


be 


Go 


2 


io iw PLOUkKins 


farmer has t1 decide for himself and he has the investment 
and it is true, in the finel analysis he would be penalized, 
no coubt about that, but to come beck to what you had in 
mind, Mr. Chairman, today, I em, estimating on the basis 
of our own operations, possibly 10% of the fuels used on 
the farms are leaded products, that is about 55 or 60 octane. 
Now iu will probably increase, if the law does not change, 
and no doubt it will unless the diesel trector overcomes 

it but in my opinion it will increase under the present 
G@eneit? ons and --- 

THE CHAIRMAN: Well is it not well that it 
should increase? 

MR. PLOTKINS: Ree shou la, 

TH CHAIRMEN : It should, from the standpoint 
S@yvoe future of farming? 

MR. PLOTKINS: Not necessarily, Mr. Chairman, 
THE CHAT RMAN : I do not know, I am asking you, 
are these high ccmpression engines not an advantage to the 
Beemer, Or are they an advantage over the diesel? 

ive PLOTKINS: No, the diesel is the most 
efficient farm tractor todey. ip weoky 1t is ths mossy 
efficient power plant. 

MR. HARVIE: But more expensive. 


MR. FPRAWL3Y: The “thyl Company does not agree 


with you at all. 
MeavOR LIPSETT: Mr. Plotkins, would the effect of 
that end the effect of the encouragement of diesels, would 


that help to take care of the lower grade residue from the 


the benefit of the refineries in the industry 
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MR. PLOTKINS: No, only for the DUDLI CG Si Reneri ts 
Any time thet you rlléw more competition -— 

MAJOR LIPSSTT: No, f em on another point altogether. 
There is difficulty I gethered in handling the residue of the 
erude. O11, 

MR. PLOTKINS: Heavy products in the topping 


plant, in the topping plant only. 


MAJOR LIPS&IT: Theat applies to the topping plant 
only? 

MR. PLOTKINS: Yes, betaeuse” there 1s" nowo1? ri culty 
in the cracking plant: in other words, what I am trying to 


sey is this, that you can limit competition to cracking plants 
bay it yousdo that you will senate dy have the seme condition 
as existed in the last six or seven years in this province in 
leaded products, whereas if you have the small individuals with 
the topping plants. thev will exert their proper influence 

and legitimate influence on the crecking plant, the markess 

of tre cracking plant and on the markets generally. 

MAJOR ELIPSETT: Would these small topping plants 
then, bringing it down to them, would they be benefited by 


keeping the diesel fuels free from taxes. 


MR. PICTKINS: They would benefit and that is 


the only way they could exist, the only way the topping plant 


can continue to exist in this province would be tn remove 


the tax and let the natural conditions develop the merket for 


tThe8aistillates and diesel. 


Mes On ELPSSTT: That is what I was trying to 


Dae to you, perheps not very successfully, would the abolition 


of the taxes enable the topping plant to compete better? 


MR. PLOTKINS: Well, it would eneble them to 
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compete and exert their proper weight on the market of 
coltpétitive products, 

MR. FRAWLEY: We are talking about topping plents, 
as Charlie McCarthy might say, where are there 

any topping plants? 

MR. PLOTKINS: True bet that is what I am fighting 
me ob tie time, is for competition, unrestricted competition 
on the marketing system of the oil business, 

MAJOR LIPS STT: is’ there not -a’smal li plen scat 

Red Deer and e small plent just outside Calgary? 

MR. FRAWLEY: There is Mr. Munroe, The one 


at Red Deer hes gone, I understand. 


MR. PLOTKINS: Yes, dismantied,. 
Mie. FRAVL EY: The one at Lethbridge is gone. 
MR. PLOTKINS: No, there are two topping plants 


still in existence and if the law was changed there might be 
two or three more start up and they would not hurt anything 
if they exerted their proper influence on the price level. 


MR. HARVIZT: Your suggestion would be to give 


them the benefit of the 6 cent tax? 


MR. PLOTKINS: It would give them the benefit 


because originally the tax was intended as a road tax and 


not an agricultural tax. It is advisable to help the farmer 


to reduce his cost and I know what is going to happen when 
everybody has trectors, high compression tractors, and he is 
forced to depend on "9" end Ethyl grades, he is going to pay 
There will be more competition, it cannot help its; 


more. 


in other words I am going back to the same argument with 


the refiner, the same as the marketer... The marketer, sitting 
sl 9 i 


in his office, operating in a certain area, can market away 
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belov the bigger company can, and the refinery operating 

in a local section cen refine cheaper than the bigger company 
can, With the result the bigger companies are restricted to 
keeping up prices, They have to face that and the more 
there are, the more they have to face and the lower the price 
is and the better products for less money that the public 
£etS. 

MAJOR LIPSETT: Would you get that type of 
marketer which you mentioned, would you get him to go away 

up into these isolated places where they are now getting 
Service by some of these larger orgenizations, you heard 

tiem sey they looked on it as their responsibility to 

provide gasoline in every part of the province. 

MR. FRAJLEY: Humanitarian, you might call it. 
MR. PLOTKINS: Well, Mr. Chairman, in business 
it is all a question of figuring out what it means in profit, 
fet em going cut to spreed over the province because 7 can 
see a bigger profit than if I were spread over half it, 
either a bizeer profit or some other benefit. Now the big 


benefit in being spread out over the province so far as we 


are concemed and so far as any other marketer is concerned 


is not to render service to somebody exactly, it is to reduce 


the risk because if I em marketing i. a iimited area I am 


subject to crop conditions in that one areé and I am liable 


to have a big expense in those crop failure years and not 


make any money but if I am spread out over the whole province, 


On an averége, I get my proportionate spare over ell’, and 4 


i i ? Ltio i and 
am certainly in a better position to stay in business a 


to make a normal profit, and the other companies do the same 


thing, so that the HNMenerit so Ter 2S 4°" another thing, so 
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far as not being able to give service to the remote ereas, I 

do not see that point. If conditions will permit the start- 
ing of some small topping plants and small marketers, they 
will start just as easily in the Peace River as they will down 
here 30 long as there is a market at a profit available an4d in 
fact, es I have pointed out under our operation we are actually 
going out, we permit. the backwoodsman to get gasoline cheaper 


toan he could get it through the major company system because 
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Because he cannot come to the bulk plant wo go 
to Nim, through our trucker agents, and he may live 75 or 
oO or 60 miles away, or away up in the James River country, 
but we reach him. The Imperial Oil agent does not reach 
him. He only probably comes to town onee a year. So that 
the question of going after tho market is not a humanitarian 
Proposition. It is q business proposition. “eo go after it 
Peete is profitable, and if it is not we do not, no matter 
if it is a large cnmpany or a small company. 

THE CHAIRMAT: In drawing your lino for 
taxation purposes and defining taxable gasolinc, how would 
you do it? By octano rating or what? 

MR. PLOTKINS: I would not oxompt any 
gasoline. In the United States, in Montana for instance, 
tractor distillate is exempt, and Diesel is exempt, but 
gasoline is not, whether it burns in a tractor on the farm 
or anywhere else, as I recall it. But in any case there 
is a definite distinction and the distinction is defined 
as gasoline. 

THE CHAIRMAN: Yee, and how would you 
dofine it? 

MRe PLOTKINS: Flash. Initial end 
point. In fact if we have stendards they are defined 

just naturally, so that would take care of itself. nd 
another thing that is for efficient co-operation botwoen 
industry and government to determine what is gasoline 

and whet is distillate and what is Diesel, what is 

taxable and what is not. 
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MR. FRAWLEY: Do you think it would 
cure the tax evasion? 

MR. PLOTKINS: NO. 2vevonta cure wb. 
Well, yes it will. 

THE CHAIRMAN: — Mae POLLING at? 

MR. PLOTKINS: There is absolutely no 
evasion possibls. 

THE CHAIRMAN: The oil company has to 
collect for its "4" and Ethyl and Third Grade. 

WR. FRAVLEY: Mr. Plotkins gocs so 
far as to be advocating a tax of 7 cents on...... 

Mik. PLOTKINS: I am not saying 7 cents, 


Iam saying a tax. 


THE CHAIRMAN: A uniform tax? 

MR. PLOTKINS: A uniform tax. 

THE CHAIRMAN: One wthyig, “al dor -Toasd 
Grade? 

MR. FRAWLEY: On any gasoline. Wall 


Third will take it all down to gasoline uscd on the ferm 

in agricultural work. 

MR.e PLOTKINS: Or anywherc.e 

THE CHAIRMAN: No differonce. Sverything 


else tax frec? 


io. PROTAING: Te rest of the fuclSe.e.. 
THE CHALRMAN: There is certainly no 


ascape if you cherge the oil companies with the responsibility 
of collecting that tax. They have got to pay it so they 


will probably see that they get it. 


MR. HARVIB: But you will be up against 


the blending problem again. 


MR. PLOTKINS: what advantage would there 
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be to blending? 


MRe HARVIE: The same as it was whon 
it was adopted in the old days. 

My PLOTKING: No. 

Mk. COMMISSIONi#R LIPSET?: I did not gather that 


it was done.....-the suggestion was that the refiners did 


it. 


But I understand a man beught so much gasoline and so much 


Diesel and mixed them and sold then as 


MRe PLOTKILS: The 
MR. HARVIL: The 


farmers used 


gasoline. 


dealers did it. 


3a blended 


produet for equipment that normally should only use a taxable 


product. 

WR. COMMISSIONER LIPSETT: Ld) Vou 
it higher than the minimum rating then it 
Whole tax. 

Ry 


MR» HARVIE: Not 


his farm, there is no way of checking it. 


THE CHAIRMAN: He has 


blend it and makc 


nas to pay the 


he blends it on 


still paid a tax 


on everything that is intended to be taxable that he got. 


What he does after that, he can do with it anything he 


likes. 
MR. PLOTKINS: Yes, 


tax on everything that is taxable. 


he has paid the 


The orly thing that 


Will happen is thet he will use a little gasoline to 


Start his engine and he will pay a tax on 


? 


Same as those who use a high compression tractor. 


Certairly cannot escape the tax. 
THE CHAIRMAN: He has 
Overything he is using. 


MR. PLOTKINS: 


Government feol that they have this machiner 


it just the 


He 


to pay that on 


That is right and the 


si pretty well 
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working ¢ 

THE CHAIRMAN: For getting the 

taxes? 

MR. PLOTKINGS: As far as the taxes go. 
MR. FRAWLEY: wore than they used to 
get. 

THE CHAIRMAN: You did not think very 
much of their machinery in some of the respects, other than 
collecting money. 

MR. PLOTKINS ; Gollecting money. Insofar 
as tho gasoline tax I think they have done a pretty good job. 
With respect to their interpretation of the laws and their 
need for these laws I do not quite agree. 

THE CHAIRMAN: ‘jell we will start again 
in the morning, Mr. Plotkins. 


(At this stage the Hearing was adjourned until 10.50 A.M., 
14th December, 1939.) 
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he Province of Alberta 


IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 


—and— 


IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
‘into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 
“The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 
—and— 


L. R. LIPSETT, ESQ. 


_ Session: 


VOLUME 


Oy FINAL ARGUMENT 
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THE CHAIRMAN: iirs Plotkins; something is 
always intervening to delay you, for which we are again 
sorry. | 

Re PLOTIINS: Now we were dealing with 
the possibility of eliminating the evasion of taxes and 
getting it down to e better working basis. I would like 
to go back and present the argument and the position I 
have already reached from the start. iiy position has not 
changed. I thought it out then on the basis of exper- 
ience and it is apparently by the last few years'ex- 
perience definitely proven. 

In, 1962, in February, in 
fact in January, 1942, the Province of Alberta and the 
Province of Saskatchewan were fazed with conditions with 
regards to the collection of taxes. At that time they 
did not kncw very much about it and there was not very 
much gasoline consumed buy yet they felt that they should 
have some orderly methods of imposing a tax and collect- 
ing it, so lr. Dean, R. G- Lean at that time was Inspector 
of Revenue for the Department of Lands and ilines and 
another gentleman from Saskatchewan, went around to the 


different companies and asked for their views. 


Now IL submitted my views in 


writing. They are very short and in that submission it 


appears that the Government took steps te carry out 


‘ 


practically all of these submissions that I made and I 


wrote lire Dean. At that time T was not in contact with 


the officials of the Department, so I wrote to i:r. Dean 
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about it and here is the letter: 
“Dear Sir: 
4 In accordance with your 
"request we herewith submit our written view re- 
"garding regulation of the sale of petroleum 
“products in this Province, definition, inspection 
"and taxation. 
He To make the subject easily 
"Qigestible, it has been divided into four section; 
"licensing, technical definition, inspection taxe 
"ation and revenue. 
4 sicensing: To permit ' 
at that time there were no licenses, it was a rather more 
or less hit and miss matter.' 
u Licensing: To permit the 
“reporting to the Government authorities of all 
"netroleum products, producers, refiners, distributors, 
"jobbers and retailers should be licensed and required 
UG ate all production, sales purchases, man~ 
Nufacturers, transfers within a company from station 
"to station or one Province to another. 
" Definition: To intelligently 
Norrive at a uniform basis of accounting, and in- 
"oidentally for the protection of the consuming public, 
"> technical definition of all petroleum products to 
t be made or adopt those already in existence by the 
tonited States of America Bureau of Standards, or the 
"British Admiralty Specifications, until such time as 
"the Canadian Bureau of Standards give us a Canadian 


thasis This would prevent the present multitude of © 
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"distillates which although are being sold tax 
"exempt, are causing the public a loss through 
"rapid deterioration of the motors in their 
“automobiles, probably equal or greater than the 
"saving in tax. 
i Another effect of proper 
"definition of all petroleum products would be tu 
“properly regulate the Shipping by rail and truck, 
"Provincial, Inter+Provincial or from the United 
"States of America, This would have the effect of 
"autonatically classifying all shipments nf pet- 
"roleum products accrrding to law." 
Now I want to remark, 
that I see no objection to the Government, in fact I think 
it is one of their duties, to guarantee quality, the 
same as they do with eggs, the name as they do with wheat, 
the same as they do with many things, why, because the 
Government body is in a better position to do it; in fact 


it has to be policed and the only people who can do it is 


the Government. 


THE CHALIHMAN ; You heard some of the ob= 


jections, I am very much interested in the subject you are 
addressing yourself to, you heard some of the objections 
put before us about the great difficulty in policing. 


WRe PLOTEING : Standards. 


THE CHAIRMAN: Yes, and that in the event 


of the policy not being adequate the honest fellow suffers 


greatly because of the non-compliance of the man who is 


not of as much moral worth. 
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MR. PLOTKINS: shat is true. 
mH CHAIRMAN: shat do you say about that, 
Mre Plotkins. 
MRe PLOTKINS: LI have a very simple answer 


to that. We have the evidence of the thyl Corporation, 
which probably are considerably fussier than any Govern-= 
ment ever will be and they found no difficulty in enfore- 
ing their standards but they have a well thought out plan 
based on experience and thay control it at the source. 
Now the Government cen control the policy at the source 
and the minor infractions which might happen to a few 
dealers would certainly not amount to much and cculd be 
effectively policed by the companies themselves, the sane 
as the companies are now called upon by the ithyl Cor- 
poration to police their dealers in the quality of the 
ithyl products. 

THE CHALRWAN: another thing I wanted to 
ask you, Mr. Plotkins, if I may just go back tc the 
matter you were speaking of yesterday, which was of some 
interest, you were speaking of eliminating taxation to 


bre openerit of farmers -« 


MR. PLOTKINS: Hliminat ing taxes. 


THE CHAIRMAN: tiliminat ing taxes for the 


benefit of the farmers on petroleum products other than 


mony. , Qh and Third Structure. . 


Re PLOTKING : what is right. 


THE CHAIRMAN: And that probably would pro- 
vide a simple method of doing away with the evasion of 


taxation. 
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MRe PLOTKINS: Yes. 
TH CHAIRWAN: Bat is it a backward step, 
is it possible that the farmers by the use of high grade 
gasoline, high compression engines, are doing that which 
| ls advantaging them in their Operations and that we would 
be penalizing progress in connection with farming. Now 
what is your view ahout that? 
MR«a PLOTKINS : the face of it that is 
the way it lcoks like. That is the first approach, on 
the first approach that is the way it looks but actually 
whem we increase the cost of one fuel as against annther 
fuel because one is taxec and the other is nut, the 
manufacturer of that equipment has to face the situation, 
the technicians in that particular industry have to face 
the situation, the same as they did in the Old Countzy, 
where they have heavr taxes on gasoline, where they 
changed the shape and performance of the siotor car. Now 
in the truck and tractor industry it will have its in- 
fluence and progress will probably be accelerated in the 
high compression engine instead of retarded because the 
reason we have nad such wonderful advances in the auto- 
mobile industry is because of excessive taxation. It 
has forced the development of better and better engines; 


in other words because of only so fiuch mone y available 


to the average consumer to buy a car and operate it, it 
was the duty of the automobile manufacturer tn give them 
a better cary. It was the duty of the cil industry to 
give them better oil for their moneys Now the same to- 


day in the case of a tractor, we will take a kerosene 
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tractor and the diesel tractor and one manufacturing a 
diesel type, another manufacturer manufacturing a high 
compression type, now I want to point out there that be- 
cause of the volume of high compression engines in the 
modern tractor today and what I mean by that is the 
average automobile manufacturer is now adapting his 
automobile or truck engine to tractor use an@ the re- 
sult is because of the increased throughput, the volume 
of engines, he is able to sell his gasoline tractor 
for less money than the man who is manufacturing diesel 
tractors, It is very easy to understand if e mnamfact- 
urer manufactures 000,000 engines, 480,000 of them for 
automobile or truck use and 20,000 are going into 
tractors, that man is in a much better position to unde 
sell his competitor who is waking diesel engines or scme 
Other kind of motor with only 25 or sO thousand models. 
Now that is the situation today and the result is that, 
while it is true the tax would handicap. the high compres= 
sion engine or tractor, the farmer probably wovld buy the 
tractor just the same if the price and the convenience 
were sufficient to offset the tax, so that it is very 
easy to come to conclusions on the face of facts Sut 
there are sv many interlocking conditions that cause the 
average man to act secording to his own particular cir- 
cumstances, and in the question of high compression 


tractors my opinion is tlat just the same as the diesel 


tractor and the diesel truck is advancing in the fece 
of high costs per unit, in the face of other disabilities, 
just the same the farmer will adapt himself and judge from 


time to time whether it is wise for him to buy a high 
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Plotkins 


colipression tractor or to buy a diesel tractor or a dis- 
tillate tractor. Now in the United States where there 
ls no tax on the heavy distillates it seems there ig 
very little to choose fram between the diesel tractor 
and distillate tractor. NowTI have not made a study of 
the taxes in the United States but I surmise in some 


places there is no rebate, do you know of any, Mrs 


Frawley. 
ihe FRAWLEY: No. 
MAJOR LIP SETT: Would that be subject, 


Mr. Pletkins, to this critisicm, that if the object of 
the reduced user is to benefit the farmer, that when 

you are discriminating between two sets of farmers, you 
are discriminating between the farmer who uses a tractor, 


a diesel tractor and tne farmer who uses a high com= 


pression tractor. 


wR. PLOTKINS There is no discrimination, 
Mr. Commissioner, so long as he has a choicee If yea 
compelled him to buy one or the other or you made the 
conditions where he could not help himself, that he was 


forced to do one thing or the other, or one of them and 


not the other--~-- 


THE CHATRiA N: But you penalize him if he 


gets what he thinks is a better one. 


Mite PLOTKIN: I would not say you do. 


THE CHAIRMAN: You do not compel him to 


buy it but you put a penalty cn him for so doing it. 


Se, én 3 
MR. PLOTKINS: Now we have a situation in 


Canada where only the Province of Alberta taxes distillate. 
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Now the manufacturer of tractors has to deal in Saskatchewan 
or Ifanitoba or in British Columbia and the volume of the 
tractor business in Alberta is probably too small for him 
tu consider the situation here so that the farmer in 
Alberta is up against the thing that he has to weigh the 
advantages or disadvantages under the present system here 
vf buying this tractor or that tractor and if all the 
Provinces and in the United States the situation was iden- 
tical with Alberta it might make a new situation and then 
it might be there would be reasons why the farmer would 
want to stay with gasoline as against distillate but in all 
economic matters, freedom, choice, determines the trend of 
design and improvement with the resvit that if we are 
discriminating in the shape that we tax gasoline for use 
in high compression tractors, the manufacturer and the 
farmer that uses it, will find ways and means of overcon-= 


ing it or adapting themselves to it and it will take care 


of itself. 
Wow what I object to in all these 


laws is that it stops the man from adapting himself. He 


is hide bound. He has to do this and he has to do that and 


he cannot use his own judgment, he cannot ad*pt himself to 


Ghanging conditions. 
Wow in connection with these 
taxes I have dealt with, in connection with these taxes 


and the other various angles, in the last five years, L 


have written two other short letters on the subject and I 


think I have covered it, after giving it considerable 


thought: 
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" Inspection: Legislation 


"to provide the Government with the power to de- 
“mand the proper accounting fremall licenses, that 
"is, sO as to have all records of purchase, man- 
"ufacture and sale, with the right to inspect 
“original recorda and documents at the heed offices 
"of all oil companies, which are now mostly outside 
"of the Provinces A uniform method of reporting 
"distillations recoveries from the variaus raw 
"materials should be imposed on all refineries. 
"Legislation to provide a sufficient number of in= 
"Spectors to be graded into three classes, the 
"first class to be auditors and cover the large 
"refining and distributing companies with a training 
Nand experience equal or superior to the men they 
"will be called Veet to deal with. 

a This class will require 
Nextremely capable men if the object to be obtained 
Nis to be accomplished without disruption and 
Nantagonisn, and fit the highly technical and 
'varified nature of big company operations. The 
"second class of auditors will require the same 
"general training and experience but will be 
“ealled only to deal with firms of a domestic 
Noharucter. The third class will be plain inspectors 
"in take samples and check individual retailers or 

a limited training in the essentials 


NaAistrivutors, 


tof the inaustry will equip them for this work." 
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L. L. Plotkins. Ba 
Now since then, as I have expressed a few minutes aon of 

have come to the conclusion that with the industry more and 
more into well organized channels it is much Simpler to 

control that at the source and only occasionally work in the 
ie 1a. 

"ith regard to the International 
companies proper accounting from the American head offices 
can be enforced through the medium of the Canadian Customs 
as it is at present being done with other poods, e. g., 
with regard to dumping duties." 

an all of this I have never 
Suggested that they should control business but I am suggesting 
ways and means of them getting revenue under proper adminis-~— 
trative methods. 

"Taxation and Revenue: 

With a proper definition of all products an inspection 
fee based on the market value but rounded out in parts of 
Seeons — 1/20, 1/8, 1/4, 1/2, etex, can bevimpesed onal] 
products, and this fee if preperly enforced wili not greatly 
affect the selling price and undoubtedly will react to the 
ultimate advantage of the consumer through the product 
+o 9 standard quality, whereas, now with no Government 


being up to a 


standards, inferior products can be sold in competition with 


Standard products. 


It is to be kept in mind that U. o. A. Standards, if used, 


should be adapted to Provincial conditions, and this crn only 
be satisfactorily sien at by agreement among the oil 

companies, the public. interested and the Government. 
The variations to be within the restricted limits of the 


American standards. 
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"An inspection feé of 1/20 cent per gallon on all "Q" 
oils and other low grade products that contain mostly residue 
and are known as fuel oils, or any amount sufficient to insure 
proper inspection and the revenue desired by the Government 
to off-set a decrease in road tax, 

"An inspection fee on lubricating o11, grease, eas oil) 

Signal oil, kerosene, turpentine substitutes and other 
solvents, cleaners, benzine, naphtha, eviation gasoline, 
and natural gasolines or naphtha when used by refineries or 
Jobbers for biending purposes, graduatcd according to value 
with one cent inspection tax on kerosene to offset the loss 
on rebated gasolime. 

WA road tax on gasoline: The present. tax or 96 cents 
per gallon in our opinion is the maximum that can be enforced 
with the good-vill of the public. To prevent evasion and 
reduce administration costs we believe that no refund should 
be made to farmers, and when used for industrial and aviation 
purposes, a simpler method would be to issue permits defining 
the uses and quantities to be required and sell the gasoline 
with the inspection tax only added." 

Sinee then the aviation industry 
has apparantly accepted a tax. 
TIE CHAIRMAN: Whe t ane. you Treading iron, 
ai is: Tis is a letter that I addressed 


to Mr. R. J. Dean, on February 1éth, 1932. ° ‘Phe 


OHE CHAIRMAN: You are giving that to the 


Reporter, are you? 


MR. PLOTKINS: th yes. 


"By an account from each pe rmit 


holder for the previous year, a full eheck can be obtained. 


and no refunding machinery required. 
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"The farmers can use kerosene 


in all tractors with practically the same advantage as 
gasoline and this would create no hardship whatsoever, the 
present methods of rebates to farmers is unfair and unworkable. 

"To prevent confusion and | 
Simplify collections of all fees and taxes, these should all 
be collected at the sourceof the respective products, or on 
importations, with an agreed allowance for losses through 
Spillage, handling, evaporation, industrial vsers, and 
credit losses, also a proper allowance for bookkeeping and 
Other costs of the refineries and oil comparies should be made 
in keeping with the cost to them after consultation. 

"This method of collection would 
not burden tlhe public with any red tape but would subject all 
products to proper inspection through licensing all dealers 
Or distributors. 

"Mo eonelude, another aspect of 
the situation is that proper regulation and knowledge by the 
Government officials of the Petroleum Industry, would tend 
to bring down prices to the public as a number of present 
practices in merchandising would disappear and would have 
the further effect of discouraging the hasty and unprofitable 
multiplication of service stations and outlets. 

"trusting this will be the means 
of further soientifie studies of the subject, as we have only 
approached the matter on 4 general basis, 

Yours very truly". 


Now, Mr. Manning, in January, 1936, 


ad 


} \ 
asked me to make some representat ions and arguments and I 


presented these on the same subject: 
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"Present System Unsatisfactory: 
1. Hvasion is too wide-spread due to: 

(a) blending with untaxable products by truckers, service 
Stations and dealers, 

(b) rebates on taxable products that find their way to 
the service stations and garages, 

(c) rebates to farmers and others on products consumed 
in automobiles and trucks, and 

(d) the use of butane gas in pressure bottles." 

Now, that has not become wide- 
Spread. It looked for a while like % might ana that would 
Mave been another source of evagion, But I won't deal with 
that now. 

"The highly profitable nature of 
the business made possible by tax evasion has led to wide- 
Spread organized illegal distribution of products an which 
the tax Fas been rebated or illegally blended. 

"Tt tends to dislocate the na mal - 
manufacture of the refinery products by creatin; an abnor mal 
demand for the high gravity gasoline that will absorb the 
greatest quantity of non-taxable products, which, as a result, 
produce a product on which part of the tax has not been paid 
and ig then able to suecessfully undersell the product that 
has paid the tax in full. 

"ith a 7 cent tax and depressed 
economic conditions, tax evasion is highly profitable and wide- 


spread I esti ate 20% of the actual consumption escapes 


& 
\ 


taxation. 
2. Sugeested hemedies: 


(a) Establish a Provincial standard for all petroleum 


products starting with fuels: This ghould divide 
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the products along broad lines into two grades of 
gasoline, standard and secomd grade; two grades of 
tractor fuel: - tractor kerosene and Diesel fuel. 
Specifications for each of these fuels should be such 
that would meet average requirements for efficient 
operation for Alberta conditions under present sources 
of raw products as well as low cost of manufacture. 
The present lack of legal standards causes widespread 
fraudulent adulterations resulting in considerable 
loss to the public in increased consumption and cost 
as well as deterioration to the motorist." 


I want to stop there and make 


a remark. The average major company owns its equipment. 


(Page 16,600 follows.) 
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THE CHAIRMAN: Owns what? 


Oh. PLOTK INS : Owns its equipment manufacturing 


company. The Imperial, for instanee, owns the G. & B., 

the Gilbert and Barker Manufacturing Company that manunfaetures 
pumps, tanks and su forth. The British American owns the 
Service Station Equipment Company. Now, as probably this 
Commission has heard, there are all kinds of service stations 
Meee ttis’ profitable to Wave a lot of Service stations, apart 
from the question of sclling gasoline. There is a tremendous 
amount cf profit over the years has been made through the sale 
of equipment. 

THE CHAIRMAN : Mr. Frawley, there is an angle 
Peremtuiet we have not heard of before. Mr. PlotKking 1s 
Sugsesting,in argument it is true,that both the Imperial and 
the British American own the factories that make the station 


Pumps and so on. 


MR. FRAWLEY: Own the factories that make the 
pumps? 

fee PLOTTER ING: They own the companies. 

MR. FRAWLEY: Do they own the Bowser? 

MR. PLOTKINS: No, I did not say the Bowser. 


I gaia that the Imperial owned the Gilbert & Barker and the 
British american own the Service Station Equipment Company. 

MR. FRAWLEY: They own the company that supplies 
their pumps. They do not control, The Standard of New Jersey 
does not control the pump business generally? 

MR. PLOTKINS: No, I am not suggesting that. 

I am suggesting this that=-—= 

TH! CHAIRMAN: We have spent a lot of time on 


service stations and now we hear the suggestion that, perhaps, 
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it is good business to have a lot of service stations, from 

a wholly different point of view than the amount of gasoline 
sold in that you are selling equipments every time you set up 
a sérvice station. 

MR. PLOTKINS: And that equipment, Sir, runs 
into a substantial sum for each service station. So that if 
we reduce the number of grades it will mean a reduction in 
the eost of equipment and a reduction in cast to the public. 
Mx. COMMISSIONER LIPSETT: ire Llutkins, how is it known 


that these companies really own these equipment manufacturing 


companies? 

MR. PLOTKINS: How is it known? 

MR. COMMISSIONER LIPSET?: Yes? 

Mas PLOTK INS: Well, they have published the fact. 


The Imperial does not publish it. The Standard Oil of New 
Jersey in the list of companies under their control shows the 
Gilbert & Barker Manufacturing Company, somewhere down in the 
States, 100%, in their report. The British American probably 
does not stow it in their prospectus, but I know, I was in 
elase touch when it was originally formed, with the Service 
Station Equipment Company, and I know by experience ard I 
know by knowledge that the British American owns or controls 


the Service Station Equipment Company, which, by the way, is 


avery large company: 


MR. FRAWLEY: are all the British American 


pumps made by the Service Station Equipment Company? 


MR. PROTKINS: Not necessarily, any more than 


the Imperial buys all).Gibbert & Barker's pumps, for various 


But in the main they are not going to buy 


business reasons. 


from someone else unless they get back some profits. 
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MR. FRAWLEY: Well, we will take a look to 
satisfy our personal curiodity. 

MR. COMMISSION R DIPSET? “nd the inference you wish to 
make, I suppode,. is that while a sérvice station may appear 
in the books at a figure, that is a figure of cost plus 
whatever profit is made by these controlled companies? 

MR. PLOTKINS: Certainly. I am suggesting 
this simply, that in the past the major companies have 
attempted to put a pump on every ecrner. Why? Because it 
was profitable, ipart from the question of price to the 
public or anything elss. That is because in selling the 
equipment there was a profit to the equipment company. And, 
incidentally, it ecurbed competition because the smaller 
companies cannot duplicate these investments. They could 
not carry the weight. they had to buy pumps from the 
competing company. And pumps at the start were sold as high 
as six hundred and seven hundred dollars. To-day, through 
the fact that independent pump companies have got into the 
field, prices have come down, but they are still substantial. 
In fact, they are outrageous. For this reason, that the 
pump manufacturing company is shut out from the business unless 
it be through the operating companies, through the operating 
oil companies. If I am an individual and I want to buy a 

in fact to-day, I cannot even start in 


pump or a tank, 
business with one, I have to have three because there is at 
least three erades of products. I need three pumps and three 
tanks and an air compressor and a lot of equipment, and on ~ 
the average to-day with computers probably it would cost 


42500.00 at least. If t go to the manufacturer he is not going 


to ail me. He is going to refer me to the oil company. 
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fie or this reason. T have Only so much money to put dom. 

[ cannot pay cash. The company won’t sell mo except for cash, 
Or it they sell me it will be for 12 months, which is a 
condition I cannot meet. But the oil company wil! sell me 

on a@ 5-year basis. So that the effect of it is that the 
menuiacturer does not deal with the user of the equipment. 

me aeals entirely through the oil company. I would not say 
entirely, but 994%. Now, what does that mean to the independent 
distributor or the independent refiner that is in the business 
irying to get his share of the market. It means unless he 

a8 able to face a big capital investment, which is on the other 
Side deliberate, to create a competitive situation, he cannot 
go out and get volume. Now, it is because of the subtle 
factors that all these tax laws and codes and fair practices 

Q@nd a lot of other things, artificial conditions that Govern- 
ments try to impose, won't work, because they are met by other 
subtle factors and the companies in question keep their position 
through another method. i do not find anything wrong with 
taae. That is a human trait. But I do believe it 1s no use 
trying to cure it by legislation. ‘e will have to cure it by 
natural laws and the natural laws are to-dey ere such that if 
Pie small fellow, if he is left alone, he is going to try and 
will succeed in overcoming these difficulties. ‘hat am Il 

doing to overcome the aifficulties. Five years ago I o@ ganized 
an engineering company and a manufacturing company, where I am 
making tanks, pumps and compressor Se Thy ? Because I can 


make them for one-half or less of what I have to pay otherwise. 


The result is that if i want to go and branch out [I will »ut 


up service stations to meet that competition. 


TERY are you making these fancy pumps 
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that click the number of dollars? 

MR. PLOTKINS: | No, I have not run to fancy pumps 
yet. But we are getting there. I am eettihg a staff of 
engineers working. There is nothing impossible to make them. 
The competitive situation compels me to do these things it. 
want to stay in that business ani meet that comp evition. 

THE CHAIRMAN: It would not financially advantage 
a company like the Imperial or the B. A. to buy pumps from 
themselves or from their wholly-owned subsidiaries otler than 
if their competitors had to buy from them or someonc else 

who kept up the price and they would be in a better competitive 
position. That is what it would amount to, is it not? 

en LOTK INS : Yés. And another thing, 27 
hampers business because of its closely controlled nature. 

THE CHAIRMAN: Major Lipsett suggests although 
they might sell it to themselves at any price they like without 
advantage, that does not follow they might not sell it to the 
service station man at a very high price as compared with the 
orice at which they bought. 

MR. PLOTKINS: . No, they do not sell to themselves. 
It is a peculiar~arrangement between the equipment companies 
and the oil companies, because of the fact that the oil company 
controls the transaction and because of the further fact that 
in Ganada the equipment manufacturers are limited to practically 
the oil companies’ subsidiaries; because in the United States 
Canada there is an Imperial 


there is a wine gallon and in 


gallon, and we cannot buy a competitive pump in the United 
b 


States Ye must buy it in Canada. It means then that the 


Peenes.are held pretty closely.) in othe mois, Gee pieces: 


are reasonably high. The game as any other business where there 
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eee PF LOtrins. 
is close control. The result is that while an oil company 
does not make any money - in fact at the present time the 
Oil companies handle the pumps and equipment for nothing - 
it is the pump manufacturers that make the money. Why? 
Because, well it is a simple matter of taxes. In my estimation 
we have to meet the same situation. Wo certainly want to 
Spread the profits. We do not want them all in one company. 
So in the case of equipment,when a company buys a pump it buys 
pouawresel ls it at just barely the carrying charges. But it 
pays cash to the manufacturer and sells them on five year 
oeeongeey terms to the users. 
MR. COMMISSICNSR LIPSurr: Is not the suggestion that the 
manufacturing subsidiary might make a pump which would cost, 
say $200.00----- 
MR. PLOTKINSS No, not anywheres near it. 
Mey COMMISSION: R LIPSETTs: I am only taking a hypothetical 
figure. and that that manufacturing company would sell it then 
for $400.00 to the refining company, the oil company. 
MR. PLOTCINS: That is right, to the marketer. 
WR. COMMISSIONER LIPSSTT: and the marketing company sells 
it to the service station for w400.00 plus some reasonable 


margin. 


MR. PLOTKINS: Well, no margin. dust a Carrying 


charge. 


MR. COMMISSION:R LIPSETT: No margin at all. But in the 


meantime. the marketing company has, through its subsidiary 
] 


made $200.00 profit? 


Mm. LOPKINS: That is right. 


MR TIPSETT: And has that profit as against 


Lo 


COM ISS ICNER 


any competitor such as yourself, who has to go and pay $400.00? 
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MR. PLOTKINS: That is correct. I am not 
Suggesting there ig anything wrong with it. 

MR. COMMISSIONER LIPSEDP. No, but I wag trying to get the 
argument. 

TH: CHAIRMAN: ‘hat I am concerned about ig 
whether it be the fact. We have had interesting discussions 
With Mr. Halverson and others, and Mr. Miller, on service 
station griefs, but there is no mention of this situation. 
MR. PLOTKINS: ff you will get the history of 
the Service Station Equipment since 1931 yOu WLI find” tive 
from a very small -capital it has now built up into the millions. 
Now, if you will get the history of the other companies you 
Will find the same situation. And that speaks for itselr . 
MR. FRAWLEY: I would like, insofar as this 

be afforded for my pvart, like all other things, I think there 
Should be considerable latitude about the way of informing the 
Oommissiun,¢even if we have more or less officially closed the 
evidence, and it would be a very Simple thing for ir. Nolan 
and Mr. Harvie to make a statement to the Commission about 
this matter. The rather important thing I see in it, 

if it is to be developed, and something I would like to know 
about it for my own information, is whether it is one more 
bar to competition. Whether it in any way can be regarded ag 


Peturther control on the retail outlets. 
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If the equipment companies in the nature of things cannot 
be expected to finance these dealers that is one thing but 

if the Imperial Oil and the British American, who are very 
glad to finance them, then, that is one way of freezing 
competition, 

MAJOR LIPSETT: Is there not the wider question, 
Mr. Frawley, and it is this that the capital that we have 
been dealing with in service stations and in equipment of 
that sort as appeers on the beoks ef the major companies, 

may not be actual out-of-pocket capital that they have spent 
by reason of the fact that half of that capital or whatever 
it is may be profit which they obtained through a subsidiary 
manufacturing plant, is that not the real importance of it 

eas regards the marketing picture which we have got. 

THE CHAIRMAN: And. the further point thet the 
influence in building service stations may not be wholly what 
we are led to understand it was, namely to get turnover but 
to sell equipment, which on the faee of it is not being sold 
at a profit at all but which in truth shows en enormous profit 
if this stetement is true, Now, I say, if this statement 
true end it would seem that Mr. Plotkins is well-infermed. 


is 


MR. FRAWLEY: I feel badly about it. I think 


certainly we should have been told about it and I only blame 


Nolan ee Mr, Harvie to tell 


— 


myself and now I might ask Mr. 


us about it. 


MR. PLOTKINS: Mr. Chairman, I am not offering 
« 4 \ °. 


this as evidence. I am merely pointing these things out in 


* fe ks 
esreument to show the futility of a Government Bady attempting 


to take care ef everything- 
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MR. FRAWLEY: Let there be no mistake about 


tt. IL intend to talk considerebly ebout Government intervention 
and I want to know the foundetion of this. If there is any- 
thing in ‘this I would like to know about it. I do not see 
what you mean when you relate it only t> Government intervention, 
I want te know what the facts sre and I cannet discuss Govern- 
ment intervention until we know. 
MR. PLOTKINS: Today it is pumps. Temorrow it 
may be something else, so if ycu are going to keep track of 
everything that determines competition or acts on the competit- 
ive system, you ere going to have to do a lot more work than 
just set up one Body. 

Standards for motor fuels --- 

MR. FRAWLEY: Before the subject is left though, 
I wonder if there should not be some intimation from the 
Commission as to where we are. 
THE CHAIRMAN: I think Mr. Nolan and Mr. Harvie, 

I met from your own standpoint, it might be well to inferm 
yourselves and make a statement if you care ve. We certainly 


invite you to. 


MR. NOLAN: Yes, I would like Commission 


Counsel to write me a letter end tell me whet he wants to 


know. We have been dcing it that way and that is the most 


convenient way to do it. 


THE CHATRMAN: It should be done by Wire this 


tim@ because we hope to finish and I gather you weuld not 


be adverse to that either? 


MR. NOLAN: Oh, NOs 

THE CHAIRMAN: And that seme applies to you, 2 
a \ 1 AN ; 

Mr,. Harvie? 


MR. HARVID: Yes. 
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fu. PlLotkins 

TH CHATRMAN : I mean I think Tt a6 something 


you would went to deal with. 

MR. HARVIE: I prépese to deal with it before 

we finish. 

THE CHAI RMAN: 665) Mr Photean st, 

MR. PLOTKINS: 

e Standards for motor fuels would 
"tend to reduce the price per gallon to the public 

“as a less number of grades would reduce the amount of 
"handling equipment in pumps, tanks, etc., and evaporation 
"both at refineries; bulk stations and service stations 
"resulting in a greater turnover per products which means 
"reduced price, which I estimate at least 14 cents per 

P 2a lon. It would also tend to eliminate this unjustified 
"wide spread in retail price of fueis such as Turner Valley 
“easoline at 25 cents and Three Star gasoline at 324 cents 


"including tax at Calgary. 


tt A uniform taxjencalsh fuetaswitn 


"no exemptions or rebates: 


” T estimate that if all fuels were 
taxed and evasions were eliminated by proper accounting 
"to the province of all production manufactures and 
“imports thet a tax of 4 cents per gallon would yield 


"considerably more revenue than thet at present. 


of While 4 cents would not doubt 


be considered a burden on the people that now receive 


‘rebates, the sntroduction of standards and the elimin- 


"otion of tax evasion will, in my opinion, wipe out 


"illegitimate and jllegel competition reducing the cost 


"of distribution by about 2 cents per gallon as well -as 
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"improve the quality and increase effitiency of the 
"average automobile or tractor fuel at least ten per 
"cent or in all An average of another 2 cents per 
"gallon, e saving equal to the 4 cent tax." 

I pointed out that in the dpes— 
ribution is where the big saving may be made in reducing the 
price to the public and there is where there has been no 
scientific approach to the subject. In refining and in 
production, it has certainly been in the hands of scientists; 
In the marketing it has been in the hands of wild sales 
managers going out to get gallonage at any price and their 
only curb was the pressure of the cempany, the ability to 
stand it. 

oy If we concele the right of the 
"Province to levy taxes on fuels for general revenue 
*nurposes, exemption of any particular class of uses 
"cannot be justified either morally or legally and 
"experience has proven the impossibility of preventing 
*evasion under the present . law. While I protest the 


"tendency of the Province to consider petroleum fuels 


"a9 legitimate mems of raising a large part of their 
"revenue, the authorities should endeévor to give 
"oonsideration to the industry in working out methods 
‘ond rates of taxation that will not complicate the 
"already complex problems that it has to faeces (sia i) 
"respectfully suggest, that when the present Act is 
that a draft of the new act be submitted to 


* changed 


"the representatives of refineries and marketers as 


‘well as to the Alberta Automobile Club for their con- 


tsideration and an opening meeting called in Calgery 
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"where the largest number of interested parties reside, 
"for a review of dl dl proposed new Act with the 
"Provincial Seoretary and Department officers, 
J Such procedure would result in 
"a considered, workable ane equiteble law with the 
“general interests protected by an open meeting. Another 
"aspect of the situation is thet the present uncertainty 
"in regards to fuel taxes is a burden on my business as 
"T cannot decice what products to manufacture until the 
\_ Mnew tax basis is definitely known, as it depsnds on the 
"fax structure what products will be in demand next 
"spring and as we usually begin refining the last of 
"January or the first of February, we are at a loss to 
*know what to manufacture." 
Now for a period of three or 
four years we never knew whet the tax was going to be and 
on what it was going to b2. We did not know whether it 
was going to be on this product or any other product and it 
certainly disorganized the small company like ours and in 
fact it kept us back. 
"Tn conclusion I wish to say that the present law is 
unsatisfactory and evasion and blending just about 
"succeeded in wiping out my business last fall, the 
“increased Gistribution of Turner Valley high er avity 
"plant naphtha resulted in widespread blending and 


“tax evasion, and unless there is more protection for 


"legitimate business I see no other course open to me 


ct my business to the best of my ability." 


“ait to prove 
What I mean there is, what I done 


several years before if the Government couldn't handle it I 


‘ 
Ce 
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would havé to handle it myself, go out and meet the issue. 
" Heving a refinery and marketing the 

“products practically all through the independent trade, 

"IT am much more vulnerable to the present tax evasion 

"than the major companies, 

I trust thet you will give this 

"matter serious consideration." 


THE CHAIRMAN: Now what is your concrete suggestion 


about taxation, Mr. Plotkins, hed you the power, what would yeu 


——_ 


MR., PLOTKINS: I am suggesting there that I feel 
the best way to arrive at the remedy is to call representatives 
of the industry together. 

THE CHAIRMAN: I get thet perfectly but have es 


any ideas of your own? 


MR. PLOTKINS: As to whet to do? 


THE CHALRI AN: Yese 

MR. PLOTKINS: T have suggested it, I have suggested 
there, I think, in my next letter, I have given concrets suggost- 
76ons, I do not know, I wtll look and see, that is the latest 


letter, the last letter, yes,l heveoffered solutions in this 


last letter. 
” Alberta Fuel Oil Tax exemption 
"coupons" 
I wrote a brief, because they 


were bothering uS, bothering us seriously and interfering 


With our busine’ss.e 


tt A review of the economic effect ~ 


; : i ; fineries and independ- 
‘on the operation of independent re e p 


tont marketers. 
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‘ The privileges accorded by 


"the proper use of the exemption coupons permits a 
"purchaser of fuel oil as defined by ite statute, 

"to claim tax exemption of 6 cents per gallon, provid- 
"ing he submits at the time and place of purchase a 
"fuel oil tax exemption coupon. 

Rt A farmer on making a written 


"request to the Provincial Secretery's Department at 


"Xdronton, stating that he intends to use 1 certain 


"quantity of fuels for his farm operations, can obtain 
"a number of these fuel oil tax exemption coupons 
"ceiving him the privilege of purchasing a definite 
"number of barrels of fuel oil. which can, at the 
“farmer's option be gesoline, tractor kerosene, or 
teny other suitable petroleum distillate, and instead 
*of paying the statutory tax of 7 cents per gallon he 


"pays only 1 cent tax and in effect takes his own 


Ytrebate of 6 cents per gallon at the time of purchase. 


” Whereas previously gasoline only 


*was taxed when used for roed purposes, with a provision 
“for a rebate of all the tax less 1 cent per gallicn 


twhen used for farm werk. all other fuels were exempt 


"of provincial taxes. The new method of tax exempting 


%s51]l fuels. including gasoline when used for farm work 


Mhas completely changed the purchasing habit of the great 


majority of farmers. 


ct At the present time with a flat 


1] cent per gallon tex on all fuel oils the .armer is 
LEW hf iz 


. Font .. AT - i 4 
"now buying mostly gasoline which he can use in his car, 


i oj as a re (Oh Fay 
tractor, truck or pumping engine and sult, in 


jor asi sé art of his purchases for 
"the mejority of cases uses part 
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"road purposes in his car and truck on which he escapes 
“paying the full 7 cents per gallon tax." 
Now that makes me think, the 
fermer today he has a tractor and he hes a truck and he has 
@ car and his inclination is to buy one grane of fuel to suit 
them all, He will be able to pay tax on whatever he likes. 
Now that is another incentive to buy high compression gasoline 
as against a distillate gasoline because it meens less equipment, 
less drums, less a lot of other things. 
." this condition, brought about 
“py the new tax structure, has resulted in complicating 
"the merketing problems of the independent refiner in 
"Alberta." 
MAJOR LIPSETT: Supposing, Mr. Plotkins, thet the 
farmer had not any high compression trectors but thet he only 


had a diesel tractor, how could he evade the tax on the "Q" 


or Ethyl brand of gesoline? 


MR. PLOTKINS: At the present time? 
MATOR LIPSETT: Yes. 
MR. PLOTKINS: He has only tc give us @ coupon. 


The Government is not there to see whether he has a diesel 


tractor or some other kind of tractor or to see what he does 


With it It is humanly impossible to check all these thousands 


of farmers. 


MAFOR LIPSETT: But anybody investigating it would 


find out immediately that he couldn 
at ell by reason of the fact that 


't have used the high 


grade gasoline on the farm 


he only hed a diesel tractor. 


PICTKINS Yes, thet is true on the face of — 
MR. & . 


it He would, but there are only two men in the Provincial 
= 
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Secretary's Department looking after all the taxes and check- 
ing one hundred and one companies and it certainly is beyond 
them two men to do anything of the kind. 

MR, , FRAWLEY: ‘There is the matter of the Younted 
Policeman, 

MR. , PLOTKINS: The Mounted Policemen to my expsr- 


lence, foels that it is obnoxious to them. 


MAJOR LIPSETT: Is it amy part of their juty at 
all? 
MR.. FRAWL=2Y: Of course wo have a contract with 


the Duminion Government to police this Province. Uf course 
they co if they are directed to enforce a Situation, 

MAJOR LIPSRTT: The Stetute simply ssys that a 
man With a coupon can get the gasoline without paying the tax 
and I was just wondering if it was any part of the duty of 
the police to go and investigate what kind of @ tractor the 


farmer was using and SO One, 


MR,. FRAWLEY: If the Department thought that 


John Jones or any group of John Jones had diesel tractors 


and were misusing the gasoline which they had purchased, they 
could tell the Mounted Policg, the Mounted Police could be 


asked to investigate, I do not know, I admit the difficulties 


of course, the difficulty is tremendous rerhaps. 


MR. PLOTKINS: They do investigate and they 


pro€ecute probably 1/10th of one percent of the cases, relying 


on pr>bebly the lesson to prevent the others from doing it but 


the situation is very difficult. 


tt This condition, brought about 


"by the new tex structure hes resulted in complieating 


tthe marketing problems of the independent refiner in 
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"Alberta. With a consequently reduced market demand 
"for tractor kerosene and other comparatively he avy 
"by-products of crude oil refining, these products 
"have been accumulating in the refiner's hands and 
"thoir economic value reduced, and as the market of 
"heavy by-products go down, producing costs of gasoline 
*increases, 
i This condition hes completely 
"upset economic opereting conditions for the Alberte 
"independent oil refiner and weakened his ability to 
"compete with the major company in marketing his manu- 
"fectured products." 
That is, DT em still tae oo. 
the independent refiner. 

y Whereas the independent is now 
"compalled to erect additional storage facilities to 
toarry presently unsaleable distillates and fuels, 
"eradually weakening his financial capecity to carry on, 
‘the major compeny refinery, being equipped to process 
"511 the crude oil into standard gasoline as a primary 
‘product and coke if necessary as a residue byproduct, 
"benefits from the dislocation of the farmers buying 
thabits brought about by the present collection metho ds." 

It is very easy to understand 

h the big, with the 5rd grade gasoline and distillates 


today wit 


selling below marketing costs, the companies are certainly not 


going to object if a greater proportion of the gasoline sold 


is "9" end tthyl. There is that much Detter profit. 
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i Another result of the present 


“tax situation is, that as the farmer's prosperity 
“increases Cue to better crops or other causes, he 
"acquires newer cars end tractors and then purchases 
“ standard grades of gesoline, these grades being 
“menufectured in Alberts solely by the mejor compenies. 
"The independent cannot produce this grade without the 
"addition to the gasoline he manufactures, of Zthyl 
"fluij, a chemical compound the manufecture and sale of 
“which is controlled jointly by General Motors and 
NS "Standard Oil of New Jersey. 
” the Ethyl Corporetion is not 
finelined to license any independent refinery in Alberta 
"except under conditions thet practicelly gives the 
tmes jor companies operating in Alberta control over 
"the marketing policies of the licensee. 
" This means that in effect the 
"present tax collection system strengthens the ability 
"of the major companies opereting in Alberta to curtail 
"competition of indenendent crude ccmpany producers and 
"refiners and indirectly or independent merketers, as 
"the independent marketer is compelled t# purchase his 
standard gasoline and Bthyl gasoline from the mejor 
‘tcompani es end merchendise these products and all his 
‘other products under the constant threat thet if he 
"aes not follew policies acceptable to the major 
“companies he will face the possibility of maneee his 
source of supply with all its consequences. 


tt Proposed solutions: = 


It is difficult to propose a 


L 


a8 


\* 


rH 
s 
Ma en 


Ee 
a 
or 
1 e-7 
a oar 
5 23 
« , 
“eee os 
pe 14 
eae 3 
? 
mae 


= 8 


4 
~ 


ws 


“ ia 
i 
: ue 
wi 
ye 
t 


: ee 


~~ 
~ ¥. 
<= 
Mes 
~ 
= 


os 
- 


: 
7 ast 
mes 
a bad 
> “ 
we z 
er 


G-2 
12 


Le 


- 16,618 - 


L. Plotkins 


"solution without determining the facts by an accurate 
“survey of the factors involved. 

At the present time s percentage 
“of farm tractors and combine engines in the province 
“are what is known as gasoline burning end a proper 
"survey to ascertain their number and the cost involved 
"in converting these engines to distillate burning, 
"should be known before the feasibility is considered 

"of taxing all gasoline purchases irrespective of use, 
"with possible exemptions, under strict accounting, of 
"casoline for illumineting purposes and other minor 
“uses, and the complete exemption of all other fuels 
"oxcept ae nominal inspection tax of possibly a greduated 
"foe per gallon varying with the grade." 


Now an inspection tex et the 


refinery, that is not shown to the consumer and has a different 


effect, just the same as an indirect tax has a different effect 


then a straight direct tax on the purchaser. That is one 


of the solutions I propose. 


t By the seuthorities establishing 


"ond enforcing reasonable standards for all fuels and 
‘with the present method of taxing at the source, the 


"suggested method of taxation can be effectively 


toontrolled, probably with less expense for administration 


"than is the case at present. 


” The only objection to the above 


"proposal is when heavy fuel is used for road purposes, 


“snd this can be taken care of by checking up on the r 


j i scertain their 
“uses of diesel trucks or cars and asce 
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"purchases or provide them with an annual record 
"certificate, on the liquor permit pattern, where 
"their purchases will be recorded. 

% I am not usuggesting any other 
"solution in this Behe neaane but I believe if a confer- 
"ence of officials who edminister the present act and 
"representatives of producers, refiners, marketers and 
“fermer consumers were held and the questions studied, 

"a workable solution would be found. There is one 
"thing certain, the present situation with its glaring 
"abuses should not be allowed to continue. 
ft Another effect of the present 
"tax collection method is to make it very difficult to 
*create other then ferm markets for the heavy distillates 
"produced as by-products in the manufacture of gasoline." 
I have already gone into that. 

THE CHAT RMAN: Mr. Plotkins, supposing every- 

thing that one bought at the servico station pump was taxable 

and everything that was bought in drums for use on the farm 
was colored, would thet be effective in the stopping of the 


evasion of taxation? 


MR. PLOTKINS: It would but it would not accomplish 


the aim thet I am trying to point out to this Commission. You 

ean find all kinds of ways cf taxing this end not taxing some~ 

thine else but what I em trying to point out is what the effect 
Forest OS pd % 


of this or that method of taxation has on competition because 


after all, as I understend it, the main purpose of this 


Commission is to find out if competition exists in the oil 


business and if it does exist in whet way and what can be 


done to help it exist thet much more so as to bring down 
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costs and prices so that the main purpose of my proposal is 
to go beck to the fundamentals and allow the refineries, if 
there are any who wish to, and tuere certainly will be if 
there is opportunity for them, to start topping plants and 
bring about their proper pressure in the situation in Alberta 
and in Canada. 

Now, if you want to study the 
taxation system to favor one industry and give it to am ther, 
that is a different matter but here I am dealing solely with 
the aspect of taxation on the competitive system. 

~ THE CHAIRMAN: Buys we want to very seriously 
consider the theory of taxation predicated upon the idea 
that those who use the roads should pay a special gasoline 
tax because they are especially tearing them up but tha 
the farmer who uses machines on the farms, like the man who 
uses a stationery engine in his fectury, is not destroying 


the roads and so should not bear a tax which is primarily 


intended to maintain roads. 


MR. PLOTKINS: Theat is correct. 


THE CHATRMAN: Now on that theory we are concerned 


with considering the fermer and the man with @ stationery 


engine in a cifferent light. 


MR. PLOTKINS: The t 18 So< 


. e : F ; . 
THE CHATRMAN: fnd it hes been suggested to this 


Commission thet advantege has bsen taken of that, although he 


ig treated differently, he is not content, he uses that gas- 


oline in vehicles which are occupying the roads and thet is 


one of the things we have to think about? 


a“ 


4 well, I will predicate 
MR. PLOTKINS: Yes, Well, Dp my 


ergument ---"- 
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THE CHAT RAN : It may have other angles too, 

just such as you suggest, but we are not going to ignore 

the first one, we have to think about it ana if you cen help 

us we will be gled. 

MR, PLOTKINS: I take it from your remarks thet 

the money which is leric’ by these taxes is going on the road, 

THE CHAERMAN: Well we know it is going into 

the general reveuue of the province but we also know it has 

been suggested that the province is paying out more than that 

on the roads, whether or not, we will make some investigation 

to find our. 

MR. PLOTKINS?: Now strictly from a road tax stand- 

point it is probably a sound basis then that the farmer should 

mot be penalized if he uses gasoline in his tractors or in 

his motors or in anything so long as he does not use it on the 

roads. Now to prevent him from evading taxes or to prevent 

an evasion of taxes, colored gasoline is possibly one method 

and then we have the advantage of having the Saskatchewan 
Government tryine it out so that the experience gaiaed there 

will guide this Province. 

TH! CHAIRMAN: Do you kmw how it has worked 

out? 


MR. PLOTKINS: I understand, and I do not know 


very much about it, but from what remarks I have had from 


people in Saskatchewan and marketers, I understand that the 


black gasoline, I think it is bieek,, == 


MR. FRAWLEY: Purple. 


MR. PLOTKINS: It leaves a tell-tale mark when 
e Set Ne, IN We 


aod used in a truck or car and it is working very satis- 
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THe CHAIRMAN: Hes it any effects on the valves 
or any other perts of the machine. 

MR. PLOTKINS: I do not know what its effect is 
may if it has, if it dries --- 

THE CHAIRMAN: It might have something which 


would destroy the engine into which it is put. 


MR. PLOTKINS: It will not destroy the engine. 
THE CH ATRMAN: Ur do it harm or affect it in any 
way. 

MR. FRAWLEY: If it is only a cye, there is dye 


in all the gasolines. 

MR. PLOTKINS: Dye does not affect the use of 

a gasoline engine but I would surmise thet companies would 
not put any meterial in the gasoline which would deteriorate 


or injure the engines, I would just assume that. 


THE CHAIRMAN: Does that mean setting up another 
tank? 

MR. PLCTKINS: That is what I was going to come 
to. 


THE CHAIRMAN: Or putting it into a barrel when 


_ you sell it or what? 


MR. PLOTKINS: It means complicating and increasing 


the cost of nerketing beceuse in effect, I understand it has 


ereated quite a lot of complications to the refiners and 


marketers in Sasketchewan and no doubt it must heave helped the 


revenues of the province; now how much it has cost the 


companies I do not know but I surmise it has because it 


affects cost if we add one product, the effect is that that 


product we are adding is usually of smell volume. 


THE CHATRMAN: Surely it will advantage the company 
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because if there is tax evasion now and in order to get a 
certain revenue from the oil the Government has to fix a 


tax of so much --- 


PA. CLOTKING: Yes. 
TH CHAIRMAN: Although it costs you something 


tu put in coloring matter, if that were decided to be a 
desirable thing, it is to be assumed that the tax will come 
Cown and your volume will be greater. 

MR. PLOTKINS: That 1s corrects 

THE CH ATRIMAN: Because those who are now evading 
would have to pay and there would not be the same need for a 
high rate. | 


MR. PLOTKINS: aventually, and that may mean 


two yeers or three years. 


THe CHAIRMAN: In the long swing, as someone elce 
put it? 
MR. PLOTKINS: Yes, it will prove to be & benefit 


and the only thing is temporarily the companyies are faced 


with an acded expense of handling thet gasoline. 


MAJOR LIPSETT: So far as drums are concerned 


there would not be eny extra cost there, Mr, Plotkins,. 


MR. PLOTKINS: Drums? 
MAJOR LIPS#TT: Yes. 
Oh; no. 


MR. PLOTKINS: 


MAJOR LIPSETT: It would be pumps, would it? 
MR. PLOTKINS: No, there are no pumps in connection 
with it beceuse it is not hendled retails The expense is at 
the refinery in heving to meintain seperate storage. 

MR. COTTLE: And et the bulk stations, 
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MR. PLOVEINS: Yes, and to maintain separate 
storage and the trucks delivering it having to handle it 
more carefully and also hseving to require bigger stock. 
MAIOR LIPSETT: why have the trucks to handle 

it- more carefully? 

MR. PLOTKINS: Because if it is black or purple 
and you have to do something, steam the tank or clean it out 
before you csn use it for some other product. 

I have already covered in the 
previous testimony, it hes been covered anyway, where the 
question of this gasoline coupons are being traded in as 
cesh and so on and so forth, so from the taxation standpoint 
that is petty well all I have to say. 

MAJOR LIPS2iTT: Mr, Plotkins, In the course.o7 
reading that which you mentioned about the "thyl Corporation, 
héve you anything now to complain about, sbout the Ethyl 
Corooration? 

MR. PLOTKINS: Have J anything which? 

Have you anything to complain 


MAJOR LIPSETT: 


about, ebout the activities of the fthyl Corporation in the 


Province or any suggestion to mke? 


MR. PLOTKINS: I did have at the start of this 
Commission, I did have. 


MAFOR BEIPSETT: I understand that. 


; But 10¢ my for this 
MR. PLOTKINS: But now I have n y 


simple reeson that I find myself in the position where I can 


mamifecture leaded products and I will be able to compete 


with the other companies and meet in the field of batt.’.e and 


just do the best I can; in other words I have an opportunity 


to have Uthyl. 
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MR. SOMMISSIONSR LIPSETT: There is no suggestion 


of any kind as far as the Ethyl Corporation is concerned 
of discrimination es bcotween larger companies and the 
s@aller refineries, as far as you are concerned? 

MR. PLOTKINS: Not in my case. Not 
as far as I am concerncd. 

MR. COMMISSIONUR LIPSBTT; Thoy seem to adopt the 
attituds that they wanted to hoar it, if there was any 
complaint, and deal with it whon they were before us. 

But so far as you are conearned there is no complaint? 
Mr. PLOTKINS: Yo, I have no complaint. 
MR. COMMISSIONHR LIPSHETT: Have you any further 


comments to make on this qusstion about the smaller 


containers? 

MR. PLOTKINS: In regard to Bthyl 
fiunia? 

MR. COMSISSIONER LIPSET?: Yes, or does’ this 


suggsstion that the Ethyl Sorporation have made that two 
or thres peoplo might get together and buy a carload lot 
in the larger containers, does thet settle the question’ 
MR. PLOTKINS: The guestion rospecting 
the small containers is not the question of buying in 
volume. The reason I raised it when I first began 
nogotiations with the Bthyl Corporation was that at that 
time I eoulé not forusee the scope of our operations being 
sufficiont to justify putting up the storage and carrying 
big onough stock requiring one big drum of Ethyl fluid. 

It would have meant increasing our costs because our 
method is to turn over quick and to reduce costs. But 


with the Commission in session and with our companies 


getting justice all along the line, I began to take heart 
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and we bsgan to plan a brogrem of provincial wide operation. 
dnd then the aspect of the small drums or big drums lost 
its importance. 

MR. COMMISSION#R LIPSHYT; How about the refiner 
Still smaller than you? Do I understsnd there are one or 
twe still in the Province? They would not need Ethyl I 
suppose at all? 

Wk. PLOTKINS: They could not meet 
the specifications that the Hthyl Corporation impcses for 
blending, for gasoline blends, so that they would bo 
precluded, even if they had s licence they could not meet 
the conditions. 

MR. COMMISSIONS? LIPSH#T?P: That is their base 


structure would not be good encugh to add the Hthyl fluid 


on to? 
We. PLOTKINS: Thet is correct. Now 


the Hthyl Corporation has certainly helped us in the last 
six months. They have gone even to the extent of permitting 
a shipment to be divided amongst two or threo, and that is 
certainly going to help the indepenaents ana those that 

come after us ard start up and get to a certain point. 

MR. COMMISSIONER LIPSsTT: They expressed their 
wish to meet eny complaint or any suggestion that would 
arise and Iam just putting it to you is there anything 


that oceurs to you now that should be done or could be 


done thst has not been dons? 


MR. PLOTEINS: I have absolutely no 


complaint. ‘© can meet their conditions and they can 


meet ours and we are put on an equal basis with everybody 


else. I do not see any reason to complain. 


MR. GOMMISSIOUER LIPSETT: So fer aS you are concerned 
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the conditions imposcd by the Medical Staff for safety and 
everything liko that, they are reasonable and efficient? 
MR. PLOTKINS; Yes. 

MR. FRALEY: Are you still allowed 
to go down to the Sunburst refinins yard and get your 
shipments direct? The Ethyl would seem to think there 
was something wrong about thet. Are you and the Artic 


still going to the Sunburst and getting your supplies? 


MR. PLOTKINS: Of leaded products? 
MRL FRAULSY: Yes? 

Pie LOTR INS: Yes, we are still doing 
that. 

THE CHAIRMAN: Tet is something, you 


arc perfectly happy about thet anyvay? 


MR. PLOTKINS: Yes. 
THE CHAIRMAN? Something accomplished, 


Something done. 
MR. PLOTKINS: 
ADEQUACY OF MARESTING FACILITIES 


Hvidence has bsen 


produced by the Imperial Oil and other Cotmpe@nies that 


they had served a wider territory than our company in the 


fagt that they have spreed out over the entire province. 
“Thile our company, LIL 


rea at thepresent time, we 


CG decd “enn 


Claim to serve it mare adequately in that our dealers, and 
agents coming to our distributing plants can, in turn, 
g 


serve by truck, even remote areas profitably at a lower 


latd down cost to the consumer than the major companies; 
in that in our system a product is handled only once whether 


it is delivered in a prosperous, settled area where there 
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are company Dulk plants, or whether it is delivered in 
remote bush country, having few farmers and low consumption, 


and wherys there are no existing bulk plants. 


COST OF DELIVERY 10 CONSUMIRS BUYING \HOLSa Ln: 

Our method of distribution 
not only rosults in lower marketing cost to us, but also 
in a lower delivered cost to the drum consumer as the 
product is, in the main, taken direct from our distributing 
centre and dclivered by truck to the plaee of consumption 


without any re-hendling or loss. 


COST OF TRANSPORTATION: 

The bulk plant method 
of distribution is efficient when it is operated in the 
main centres such as cities and at points of large con- 
sumption where the charge that is incurred in storage 
and re-handling can be spread cver qa large turnover, 
but in the case of country points with comparatively small 
gallenago the cost of operating bulk stations on railroad, 
and shipping by tank-car necessarily ‘involves re-handling 
from the bulk plant to the point of consumption or reosalo. 
and large storage facilities are requirea to unload tank- 
cars and provide sufficiont reserves. 

With qa comparatively 
small turnover this results in high distridution costs 
per gallon, and degradation of products, whereas truck 


distribution from large consuming centres or from the 


refinery direct to the retailer or comsunmer, or small 


combination station, results in quick turnover and can 


be mado st a fraction of the cost and investment of 


the railroed bulk plant. 
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To determine the price — 
by Wholesale of each product ox a &roup of products, and 
Say whether it is fair and equitable is determined by each 
individual wholesaler's volumo and method of doing business. 
Ohne marketer, because of his largo volume of other products 
outside of gasoline may have a lower sale prices based on 
lower distribution cost than another marketer who sells 
gasoline almost exclusively, and to attempt any rogulation 
of prices would be entirely inequitable and would conceivably 
result in higher pricos to the public than if competition 
is allowed to have fair play. 

Now I have pointed out 
that ina city where the gellonage is very large and a 
refinery such as ourselves or the Imperial trans»yort by 
tank truck or tank car, it is immaterial which is the 
cheapest method of transportation there imposos iteelf} 
but in the city the volume is such and the evidence has 
showed it that the Imperial usec gsliuriea men ut these 
points and that the cost of distributing is very very low. 
Wow it is justified there because it is the most economical 
method of doing it. But in the country point where thore 
is five or six or seven companies in the same town, it is 
ertainly the height of folly to have six or seven bulk 
plants with six or seven investments and six or seven big 
stocks and six or seven commission agents, if it can be 
done direct from the main distributing centre by truck 
or any other method that will lay it down to the consumor 
cheaper and I have pointed out theo very reasons that make 


it cheap. 


MR. COMMISSIONLR LIPSETT: Now is not that system 
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you are mentioning there, is not that more or less the 
System that is now being adopted by the British American 
Compa ny? 

MR. PLOTKINS: tt Us “use aeene tee 
kind of a system. But thoy are not going so far aS We are. 
They are doing it in steps, probably wisely for their 
organization. 

THE CHAIRMAN: I'ry. Halvorsen, who is a 
man of wide experience, did not seom to think so well of 
that. 

WR. PLOTKINS: He does not because thoy 
have investments in Hie pean ts. pretty well written down. 
Thoy think apparently it is much more profitable for them - 
because after all that is the guiding light for them - to 
continue with their system, otherwise they would change 

and they will change in time wke. competition forces them 
to change. If their costs are higher, and the evidence 
éiscloses that it is, it is only a question of time until 
conditions will foree them to get away from the bulk 

plant and go to some other system. But in the meantime 

as long as they have the ability to impose their price 
which permits them to operate that kind of a bulk plant, 
they will be able to carry on- ‘hen ve break down their 
priee aud they have not got the money with which to 

operate these bulk plents they will just aisappear, because 
Santa Claus in New York cennot last very long any more than 
any other organization is limited to its cepital resources. 
So far aS your view is 


MR. COMMISSION#:? LIPSsTT: 


concerned you think the economical plan of distribution 


in the Province is something like the plan adopted by the 


British American? 
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MR. PLOTKINS: Or its modification. 

MR. COMMISSIONGR LIPSETT; You say somewhat extended 


by your own operations? 

ME. PLOTKIS: Yes, until it is between 
ours and the British American. The British American takes 
at irom the refinery and ships it to the main distributing 
centres by tank truck or tank ear, end from there they 
re-distribute it to these combination outlets. But in 
practice that is not what happens at all; at least it would 
not happen that way very long in practice. The oil will 
go from the refinery direct to these little distributors, 
and combination plants, and the main distributing points 
Will be only used as reserves to take care of the road 
Conditions. The only disadvantage to that system is that 
the farmers still have to come in and get it. ‘.c may have 
the wrong system but we do it this way. ‘ve put our tanks 
in Calgary and Hdmonton and Red Deer. 

MR. FRATLEY: You say the farmer has 
to cume and get it. These deslers distributors of the 
British American deliver to farmers. 

WR. PLOTKINS: The set-up is such tuat 
they won't deliver very long, besause they cannot make 4 
prof it. 

MR. COMMISSIONER LIPSETT: The suggestion was that 
the British Ame: ican woulc have so Many of the stations that 
they then would ask the farmers to come in a short distance 


to these new stations - a very much increased number of them - 


and that is an economie vay of distribution. 


Mm PLOTKINS : It would eliminate 
delivery to farmers, that is rig ate 
1 think that is why it 
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was adopted, that is as I understoog the scheme. 


MR. PLOT INS: vee 
MR. FRAWLEY: | It is true ix. Miller 


is willing to go a considerable distance and is practically 
posting two prices now at these wholesale and retail 

outlets. But I understood that the delivery facilities 

were still there, potentially, and th t British American 
customsrs were just in the seme position as they were before. 
MR. PLOTKINS: True, Mr. Frawley, but 
Only to this extent, that the small combination dealer 

with the restricted volume and the restricted territory 

he has to operate, cannot continue very long to operate 

a delivery system, and the result will be they will disappear 
and of its own dead weight will just go. 

MR. GOMMISSIONS R LIPSETTP You are going to tell 

us the difference between that and yuur sys tem? 

MR. PLOTKINS: That is right. «ith 

us - not because I do not believe the B.A. System is 

better or as good »2r worse, but because our capital structure 
does not permit me to du that at the present time. As 

@ result I want to put nyself in the best competitive 

picture thet I can with what is available to us to do 

‘je eannot build five or six hundred stations. 


pusiness. 


I heve not got the money, and I certai nly want to get some 
of that business. I want to be able to get it ona 


competitive basis. Otherwise I won't get it. So we have 
to devise a ae adaptable to our situation, and our 
System is putting it through our four main distributing 
centres and asking our dealers or agents to come there 
with their own trucks and they perform in this manner, 


as distinguished from the B.A. They have a place of 
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business of their own and me ybe tanks and pumps and a 
Service stetion or a farm yard. But they do not put 

that gas in thet farm yard or service station. “' They 
would deliver that direct to the user and only keap a 
little in their tanks for a reserve, the seme as the 
BeAe, Will keep some gasoline and other products in their 
reserve tanks at strategical service stutionns. 

THE CHAIRMAN: And you save double 
handling? 

MR. PLOTKINS: v@ Save double hand ling 
and we perform a service of delivery at the same time with 
no edditional cost. That does not mean sae systen is the 
best because with prosperous conditions a farmer might 
not want it delivered. He might want to come in and get 
it in town or he might heve other reasons-e Wwe will 

have to adapt ourselves to the trend es we find it from 
time to time, but for the present this has worked and it 
has permitted us to grow in gallonage out of proportion 
to our capital, and as a result of that lower the tverege 
selling price to the consumer with more profits for 
ourselves. So it is sound, and as long as it is sound 


it will endure provided IT am not affected by the laws 


that prevent me from duing that. 


MR. COMMISSIOMBA LIPSETT: is there any Suggestion 


of anything in the laws at present that Le preventing 


you doing that? 


MR. PLOTKIUS: oie dheadielescs Ay Sic’ oh 


going to deal with that later one It is not a direct law 


to say "You cannot do this" but they create conditions 


that we esnnot do it so the effect is the same. 
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MARKETING BY RETAIL 

The same factors operate 
in the marketing of motor fuels by retail as marketing by 
wholesale, and there is no point in dealing with it 
further. 

The number of retail 
service stations appears on the surfaee to be unreasonably 
large, but the evidence shows that irrespective of the 
cost of marketing through service stations the consuming 
public is only ecslled upon to pay the competitive price. 
The average serviee station's turnover is derived only in 
part through the sale of gasoline and is, in effect, a 
store merchandising service, and selling a great variety 
of automobile needs of Which gssoline is merely one, and 
any restriction in the number of outlets must result 
in less servies and availability to the public, without 
the benefit of a reduction in price. 

It does not matter. 

I do not cars whether there is too many Service stations, 
but there is too many because the conditions that existed 
at that time permitted of their creation. fonditions 


Will destroy them if they are not necessary. 


And there is another 
thing I want to point out that I do not beliove conditions 


will destroy them any more any longer. They are changing 


their character. The service station today is not what 


it was ten years ago, and as time goes on it will become 


less and less what it was ten years ago. The Texas 


Company has pioneered in the United States and so have 


other comoanies, stations that are. really only very 


little tto do with the oil Dusilesse They have great 
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big service centres usually leased to actomobile selling 
companies and the gasoline and oil end of it is just 
incidental to the operation of the station. So that the 
development of that type of ststion has destroyed the older 
type, but created in its place a different type with 
considerably more capital invested, but only a very small 
part of that capital devoted to the oil business. Now 
that creates another competitive situation. Why L 
cannot build ten or fifteen or seventy-five or a hundred 
thousand dollar service stations or garages so I have to 
Sit there and wait to see what effect it hase The 
reason the Texas Company can do it and the reason some 
other companies can do it is that they are able to obtain 
money at very low rates of interest and they can go ahead 
and invest in these stations and as long as they see a 
reesonable chance of getting 6% interest cr less, they 
will build an ocutlet and make sure that they have got 
Some outlets for their own products. Now I am not in 
that position. A Calgery Company, an Alberts Company, 

We cannot get the money at 2z%. ell, we are not going 
to die and let them take our business away from us. 

We are going to figure out ways anc Means of meeting that 
“4th the result there will be another type 


Situstion. 


of station or business method developed. And this thing 


Will go on for ever. 
with regard to the 


Government of the Province of Alberta taking over the 


wholesale and retail distribution of petroleum products 


in the Provinee. the evidence submitted shcws the complex 


problems thet goes towards meking up successful competitive 


distribution, and it is my considered opinion that government 
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operation would only result in higher distribution ccsts, 
lowering of quality and general inefficiency. | 

The industry can be 
effectively directsd to public service by the Government 
giving the industry, especially the small units who are 
fioneering new methods, assistance in the form of research, 
aiming at better products and lower costs, and by co-operation 


with the industry to the attainment of these ends. 


In the realms of economics 
the duty of the state, where it affects in principle the 
social well being of the citizen and the public interest 
cannot be denied, and this is being increasingly exp essed 
by legislation regulating hours of work, minimum wages, 
holidays, workmen's compensation, old age pensions, ete., 
but when the state attempts to exercise judgment in 
sensitive economic matters that fluctuate from hour to 
hour and day to day, through the instrumentality of a 
Statutory Government Board restricted by bureaucracy, and 
limitad in authority and responsibility, history records 


that we are asking for miracles and can expect certain 
failure, 

The oil business, in 
all its ramifications, ovidenes has established, is very 
sensitive to world conditions, and any attempt by the 
Alberta Governmert at prics regulation, or regulations 
on the public utility principle, is mw omed to failure 
in that price regulation can be successfully evaded by 
the public and the industry alike, and without price 


control the authorities cannot regulate business practices 


in detail. 
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Le Le Plotkins. 
MR. COMMISSIONSR LIPSETT: Without going so far as 


that, regula ting everything, Mr. Plotkins, are there not 

several things that ae body or some board can be helpful 
about? 

MR. PLOTKINS: I am going to deal with 
that and I am going to form some conclusions that I think 

will answer that question. 

The state is in duty bound 
to protect the citizen against monopoly for the private 
interest, and to this ond, on broad principles, should 
interfere with any monopoly practices in the oil industry 
on judicial grounds. 

It seems to me that the 
Criminal Code of Ganada in the 4nti-Combines Act and the 
various other federal laws relative thereto, impartially 
and judiciously enforced are sufficient to give the 
Provinee of Albarta the required correctives. 

And I appeal to this 
Commission to recommend that all existing restrictive 
legislation which attempts to manages the oil business, 
through regulations and orders~in-council, should be 
repealed as they attempt to deal with petty mattors of 


trado practices which can only be adjusted by co-operative 


efforts within the industry. 


Government rezulations 


of business piactices is oppressive to small enterprises 


such as our own, and tends to treezu the cii business 


in large units, vhich for their own protection devise 


methods to scocure benefits and avoid the ill effects of 


Such legislation. 
Temporary economic 
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dislocstions are but the Sign of changing conditions, end, 
outside of fundamentals, abuses of our competitive system 
cannot be cured by Government edicts or regulation. 

hbudes ha ve always 
existed and probably will never be entirely eliminated, 
but isolated abuses does not justify throwing overboard 
Our present tried business methods, and substitute for 
them new untried methods arbitrarily imposed by the 
Government or its nominees. The remedy for these abuses, 
Malad justments and injustices is to permit natural forces 
to correct them. Possibly a batter method is to assist 
the natural forces, through permitting the industry to 
operate a co-operative research couneil, under Governmont 
charter and supervision. 

L, therefore, submit 
that any lezislation seeking to correct operating abuses 
er temporary economic maladjustments, serves but to 
inerease and extend the evils, and any legislation seeking 
to prevent monopoly only serves to bring it about. 

Now any time thet we 
try to prevent something by law in the form of an 
industry,practice, or evils of industry, we are dealing 
with pretty smart wen in industry. The oil business has 
been develozed through hard knocks and the men at the head 
of the industry certainly know their businsss, and when 
the government, whether it is Provinci:l of Federal, 
attempts to deal with maladjustment, economic maladjustments, 
if the experts in the business a Sg the owners of the 
business, cannot handle that except in time in the normal 
course of their business, what chance has the vovernment 


body or Government officials to do anything about it? Now 
ru is) et 
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the only thing I r.ecommend to this Commission that should be 
prevented is soveral men, ni tur:lly greedy as We all are, 
wanting to capture the business and turn it to their own 
profit. Thet has to be prevented for the individual good 
and for the individual citizen's right to live, and laws 
exist in this country to prevent that. Let them be 
enforced. There is no use putting on more laws. We have 
all kinds of them now governing this and the trouble is 
that they are not enforced. 
MR.e COMMISSIONER LIPSETT: What is the law now? 
MR. PLOTKINS: 7 am going to deal with 
that and deal vith them one after the other if you care te 
listen to them. Thst is, in vorief, my viewpoint and my 
argument agsinst morse legislation. Now I will go back to 
this. I have writtgn a couple of letters on this matter 
and I want to show you how idiotic Government attempts at 
regulating business practices has been. 

This is a letter we 
received from the Department of Trade and Industry. I 
want to say that we are governed by two different departments 
of the Alberta Government. we operate our business under 
the Provincial Secretary's Department when it comes to 
taxese We are responsible to the Department of Trade and 
Industry when itt comes to regulations and administration. 
of certain aspects of their legislation. So that we are 
between the devil and the deep sea us to where the authority 
of one starts and stops, and the other starts. There has 
been conflict beteen neu two departments and the result 
is there has been no enforcement of whatever legislation 
| Not all of it. They have enforeed 


they have up to date. 
some but some of it has not peen enforced, happily for 
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eG. PlLotkins. 


This is dated Octobsr 
llth, 1938. It is sent fiom the Department of Trade and 
Industry, and addresded to Lion Oils Limited, Calgary. 

"Dear Sirs: 


Ro: Fuel Oil Li¢eensing Act and 
___Tegulations thereunder. _ 


It has been brought to the attention of this 
Department that certain wholesale distributors of 
fuel oil are meking a prectice of providing yarious 
contractors and truckers with the free use of 
sundry automotive squipment, such as fuel oil 
retail vending pumps, air compressors, ete. In 
turn such contractors and truckers have agreed to 
purchase all their fuel oil supplies from the company 
owning the quipment. Under such a procedure other 
wholesale distributors, whose sales are made in 
conforsance with the regulations under the Act, are 
penalized and faced with tho loss of sales they 
might otherwise enjoy. 

Section 37 of the Regulations is quite spocific 
and prohibits the above mentioned practice. ile 
must insist that this regulation be strictly complied 
with and we would request that full particulars of any 
known incurring infraetion be promptly forwarded to 
this Department. 

We also desire to call your attention to Section 
mn" of Regulation nes ie 38, and to Section "GE" of 
the interpret:tion under the Regulations. Notwith- 
standing the fact that copies of the regulations 


under the Aet have been sent tout to all wholesale 


agents, information is received at this Department, 
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oe 
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"from time to time, that various agents Continue to 
Sell fuel oil from wholesale premises in lots of 
less than twenty gallons, and also to dispense fuel 
oil to the fuel tanks of motor vchieles by way of 
measure or fron wholesale vending purips. The 
Seriousness of this practice is, perhaps, not fully 
realized by some of the wholesale distributors as 
this Department, upon obtaining proof of such 
infractions, may suspend the Company licence at 
Such agenciss or the wholesale fusl oil licence 


in its entirety." 


We are at the merey 
Of some minor official deciding we have not complied with 
Some regulation or we have carried out an infraction of 
Some of his regulations, and just taking ana wiping 
out our capital for us and We cannot operate in the oil 
business any moree You would have quite a time estab- 
lishing whether this company did this or some other company 
did something clse of some nature which is outside of the 
control of the company. If the cperator of a station 
chooses to give it away, I certainly cannot stend there 
day and night to prevent him. If an agent chooses to 
loar somebody a pump, there is onlv one way we are going 
to stop it and that is in the industry ourselves. If 
many punps we shoula have less, and we will 


there are too 


cut the prics to get it. we do not need governments to 


enforce these regulations because they are not capablo 


of enforcement. e 


WR. COMMISSION.R LIPSEIT: Is the meténing of that 


regulation that a man is not a wholesaler who is selling in 


less than twenty gallon lots, and they want to enforce 
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that? 

MR. PLOTING: .4s we understand it, wo 
have different interpretations. If you get one official 
they interpret it: one wey, and if you get another they 
interpret it another wey. But as I understand the sale of 
twenty gallons or over is considered wholesale. Then it 
comes down to a matter of price. f& man who buys twenty 
gallons buys ate different price than if he buys nineteen, 
he has to pay the full price. 

MR. COMMISSION@ LIPSETT: Do you suggest there is 
anything unreasonable in that view? That a man to be a 
wholesaler he should deal in moro than twenty gallon lots? 
MR. PLOTKINS: I want to point out 
this applics to 3000 or 4000 retailers and dealers in 

this Provinee, and whether it is right or wrong, that 

you sell wholesale or retail at this price or some other 
price, the fact is that you are taking away from the 
individual his God-given right to buy something for what 
he wants tu pay for it, and sell it at whatever he figures 
he needs. 

MR. FRALEY: That is what it comes 
down to, the eompetitive system ina word. But just to 
keep Mr. Commissioner Lipsett straight about it, there is 
more than volume concerned in the definition of a wholesale 
volume of twenty gallons or more 


Sale. It must be a 


in a container to be removed from the premises at the time 


of sats. 


MR. PLOTKINS: That is true. You have 


all kinds of regulations for us to do this and do that. 


But what I em pointing out is: Are you enforcing thom? 


Are you capable of enforcing them as a Department? Have 
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they sufficient policemen and sufficient machiaery to 
go out and see that that particular kind of regulation 
is enforced? 

MR. FRAWLEY: I just wanted to keep 
the Commissioner straight about: the definition of 
Wholesale sales, that is alle 

THE CHALRMAF : .@ll we will proceed 


PaO O'Clock. 


(At this stage the Searing was adjourned until 2 P.M.) 
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THE CHATRNAN: : all right,-lir. Plotkins. 
MR. PLOTKINS: Before I go ahead with 


laws and regulation 
Ber std I went to the Head Office of the Texas Company and 


stitut 


these reguia tions I would like to turn over to the Com- 
mission a little bocklet issued by the American Pet- 
roleum Industries Committee and it is entitled 

"Is It True What They Say About Taxes". It covers the 
tax situation quite thoroughly and I think it will be 


of great agsistanas. 


THE CHAIRiAN: We will be glad to have 
it 
MR. PLOTKINS: It has also some little, 


good cartoons in it. At least that is the indabtty 's 
side of the question. 
THE CHAIRMAN: Yes. 
WR. PLOTKINS: "we also désire "thie is 
Pt tessa from the letter to the Department of Trade 
ae Industry am I will comment on it as I read. 
vigJOR LIPSED: vhat is of the llth of 
ane 1938. 
MRe aes The lith of: October, L938. 
“nye also desire to call your attention to Section 
| " of Regulation No. 38 and to Section G of the 
Mintoepretet ion under the Regulations." 
In connection with these 


g I took a trip to New York a few weeks 


I was impressed that in their position there were two 


solia.floors with, I was told, 150 attorneys that con- 


ed the legal department of the Texas Company's - 


ro 
a 
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operations. Now I ws only astonished as to the extent. 

I knew that to Carry on an il business you had tbh have 

a thoroughly constituted legal department if you expect 

to follow up the laws and to keep within the lawa but I 
was certainly surprised to find to that extent, to what 
extient the Texas Company was compelled to maintain a law 
department. It was as great or greater than the sales 
department. Now that shows you, at least it convinced me, 
the tremendous cost to that company, the relative impo- 
tency of the smaller individual in the refining or market- 
ing nmr oil business, to stand up against the complex laws 
of the country and to obey them when a well organized 
company such as the Texas Compauy has to go to that length 
to keep within the laws and they had, I was told by Mr. 
Graves, 150 attorneys who were constantly employed. . 

"We also desire to call your attention to 

"Section G of negulation No. 38 and to 

"Seotior. G ef the Interpretation under the 

"Regulations. Notwithstanding the fact that 

"copies of the regulations under the Act 

Nhave been sent out to all wholesale agents, 

"infomation is received at this department, 

"from time to time, that various agents con~ 
"tinue to gell fuel oil ftom mney premises 
"in lots of less than 20 gallons and also to 
Nii apense fuel oil to the fuel tanks of motor 


'vehicles by way of measure or from wholesale 


"vending pumps." 
At the present time it its a 
crime ifa truck comes into our premises to take a delivery 


of 20 gallons, to sell him 20 gallons from a rctail pump. 
, 
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He must go to the wholesale facilities. We have to 
give it to him ine bucket or we have to give it to 
him through the wholesale pumpe Well now it happens 
that as the distribution becomes less and less com- 
plicated, that shoulé be eliminated, and this would 
vend to keep two purnps going when there is really roon 
for only one, especially in the smaller centres. 
MAJOR LIPSETT: Coulda you give him 10 gai- 
Bons twice, tir. Plotkins. 
MR. PLOTKINS: Well I svuppsse you could 
if you wanted to assuage your conscience but after all 
1t does not matter whether the man buys at wholesale or 


retail, the price he is going to pay is going to be a 


£ 


matter of arrangement between him and that dealer and 
irrespective of how many laws you have on the Statate 
Books. it will still be that but if there is'a law that 


prevents him doing that, it must be done more or less in 


collusion with the customer because the company is not 
in a position,-and we are no better off than any other 
company’ =to inspect and imposes conditions on ovr dealers 


Or on our employees. We can only set up rules» We can 


check to see thas thes are observed but when it comes to 


arrangements, private arrangements, between the agent or 
the employee or the dealer and his customer, the companies 


are powerless and the Government is pewerless: We have, 


in spite of the fact that we have no commission dealers, 


and I have absolute control over our dealers in that we 


pay the salaries and impose working conditionse I find 


myself from time +o time up against practices that the 


Le Plotkins 
EO OEE te 


employees carry on with our customers unknown to us. 
Well under the Act our licenses anode be cancelled and 
we should be put out of business. well, we have no 
control over those and besides that we never will bee 
cause these private, petty matters of trade ig a matter 
of convenience, not of economics. One man may want it 
this way, another man may went it another way and the 
question of personal likes and dislikes enters into GS 
one condition with this man and another condition with 
another man, and unless trade is permitted to do that 
then it results in an arbitrary cut and dried system 
of doing things, which certainly reacts against public 
benefits; in other words, they are going to sturt and 
make automatons out of us amd well, I do not think it is 
advisable. 
"The seriousness of this practice is, perhaps not 
"fully realized by some of the wholesale dis- 
"tributors as this department, upon obtaining 
"proof of such infractions, tuy suspend the com- 
“pany license at such agencies or the whoiesale 
"fuel oil license in its entirety. The necessary 
"pressure should, therefore, be brought ‘ bear 
"upon all wholesale agents in this regard, and 
"wholesale distributors should clearly recognize 
"that when such infractions are committed, the 


Nagent imperils his employers Provincial License." 
Now the department 


recognizes while we have very little control over our 


agents and employees and derlers, that they expect us to 


use pressures Now I do not know what kind of pressure 
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would be used to make them do something they will not do, 
so they threaten us with cancellation of Our Lidendes; 
not only our retail license but all our licenses. 
"A further practice, which is prevalent among 
"certain wholesalers is that of erecting and 
"plecing in operation new wholesale and retail 
"outlets without first obtaining authorization 
"from this department." 

The license at the present 
time is not mandatory. It is just at the faney of the 
official, whether he wants to give it to you or not. 

Lf his opinion is or the considered opinion of the de~ 
partment is that they do not want any more licenses or 
they do not want any more licenses in that particular 
point, they just say "We will not give you a license", 
that would te fine if they guaranteed us a living but they 
do not guarantee us anything, and the result is if we can- 
not go out and use our own judgment as to where we are 
going to do business and how we are going to do business, 
then the competitive aystem will not work and you cannot 
have it half competitive and half Government control and 
expect it to work. 

"This matter has been brought to the attention of 

"wholesale distributors on several occasions and 

“such a practice must be discontinued. Some 
"companies proceed to make large investments in 
and service stations without reference to 


Fou lk 


"this department and, following their completion, 


"nake application for the required license. All 


yarn 


-- 
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“wholesale distributors are, therefore, hereby 

"notified that, should any future applications 

"be received at this department aneaeie the op= 

"eration of outlets erected and placed in op- 

"eration in this manner, licenses may be refused 

"irrespective of the investment made." 

Now we began building a 

station at Drumheller here about two months ago. I 
notified the Department that we were going to build and 
asked for a license. Now they wrote back and said "Yes", 
they would give us a license but we had tn enclose another 
45.00 for another license they expected us to take out 
under another Act. The Act was the Trade and Industry Act 
and it required us to have, on top of our Fuel Cil License, 
I do not remember the name of this other license but anyway 
it permitted us to sell tires or to do some minor repairs 


or sell accessories. 

Now I have objected to that 
license in the past and refused to pay it because we were 
not doing that kind of business except casually and aiother 
thing as I understood the Act, as I read the Act, that if 
we had a Fuel Oil License we We not supposed to have a 1+ 
of other licenses» Now I appealed to the Department and 
put my position in front of them. It was never dseided 
what the position was but when we made application for this 

Drumheller license the official, this same man that signed 


thia letter, held a club over our head and said "We will 


not grant you any license under the Fuel Oil Tax Act until 


you have taken out the other licensee" Now it is war time 
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now and I have given up fighting over Acts or over any- 
thing, I am complying with anything the Government de- 
mands; why, because I feel that conditions have Changed 

so the result was I gave instmuctions tv our office, to 
our adinistration, to make application and send the 

mone y for all the licenses that the Department wanted and 
we have done so but what I want to poins out. and I am 
only referring to pre-war conditions, is that the Govern- 
ment as it is constituted in Alberta, has other means 

of bringing you to Court,-which is the only fair means, 
they use pressure, as he mentions in here, advises us, they 
will not do this or they will not do that unless you com- 
ply with other demands which may not be legal and we are 
in that position, especially the smaller individual com-+ 
pany, when you have a btureaucratic system of government, 
it is almost unquestionable, that that is what is going to 
happen. If you do not comply with all their theories and. 
their demands, well when your license depends on some in- 


dividual granting you the license, well then naturally 


you are faced with that. 


MAJOR LIPSETT: -ere those two licenses for 


the business in Drumheller, ix- Plotkins. 


MR« PLOTKINS: Yes> 
MAJOR LIPSETT: Tt was not that they were 


penalizing you in Drumheller for something which happened 


elsewhere - 


j n 
MR. PLOTKINS: No, no, in fact we had no 


intention of dealing in commodities that they wanted us to 


take out the license for in Drumheller but we were at some 


, ti in those commodities and as 
of our other stations dealing in th 
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I say only occasionally, we are mainly merchandisers of 
gasoline and cil. We do not attempt to fix cars or give 
any other service except for the fact that a Customer of 
ours would resent it if we dit not fix his tire in an 
emergency. 

MAJOR LIPSETT: You woul@ have to do that in 
Drumheller too, would you not. 

MR. PLOTKINS: Jell yes, we would. 

MAJOR LIPSETT: They were just asking simply 
for the two licenses for the businesses that you were 
going to carry on, one continuously and ove spasmodically, 
you had to take out the two licenses. 

MRe PLOTKINE: True, but the original Act 
as I read it and as our sclicitor reads it says if we take 
out a license under the Fuel Oil Tax Act we are not called 
upon, in fact it is specified “Gasoline”, this Trades and 
Industries Act specifiaally exempts the oil industry, but 
apparently since then there has been a demand for more 
revenue and we are no longer exempt, by rule aud not by 
Law. 

MAJOR LIPSETT: I suppose it simply means 
that there is a difference between you and your advisors 


and the Goverment and its advisors as to the interpre- 


tation of the Act. 


luke PLOTICINS: True, and instead of taking 


that @iffer.cnee of opinion to Court and deciding it in 


the regular way. pressure is brought to bear upon us to 


make us comply with it» 


"Licenses are issued, under the above Act, at the 


Naiseretion of the iinister of this Department 
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"and the sole right to détemaine whether or not 
new outlebs shall be opened rests with the De- 
ha ltment J 
. In addition to the above 
"the Department is again compelled to draw to the 
"attention of practically all wholesale dig- 
"tributors the fact that regulation No. 23 (a) is 
"heing oponly disregarded. In order to emphasize 
"the necessity of complying strictly with this 
"regulation, it is being quoted herewitn. 
""iio whulesaler shall or furnish fuel oil tu any person 
who is required to be licensed funsuant to this act, 
and who is not at the time of the sale the holder of 
a valid and subsisting license for the purpose of re- 
spelling the same by wholesale or retail.'! 
"There is therefore, no excuse for any wholesale 
"distributor or company agent, or company dealer, 
"making sales of fuel oil for resale purposes to 
"any person who is not the holder of the required 
"license. 
" Severe penalties are pro- 
"vided for infractions of both the provisions and 
"the regulations under the above Act and these may 
"be invoked by this department covering such in- 
"fractionse As previously advised, the regulations 
"have been issued in the best interests of the 
"regulating and marketing of fuel oil within the 
“Province and all wnolesale distributors are re- 
"quested by this Department to render their fullest 
the matter of their closer observante. 


"eo-operation in 


Yours truly, 
We H- Maciwen, 
Fuel Oil Licensing Officer." 
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Now this is administered by 

the Department of Trade and Industry. The taxes and the 
coupons are administered by the Provincial Secretary's 
Department. The Provincial secretary's Department have 
a staff, not very large, in fact very small, but a com- 
petent staff, they have been at it now for quite a few 
years and they have finally mastered the intricacics of 
the oil business. fhey are in constant contact with it 
and the inspectors and the officials of that department 
certainly should know and do know by this time what it is 
all about insofar as the operat ing technique of the trade 
and “he industry is concerned but the Trade and Industry's 
Departuuent which is part of the Trade and Industry Act and 
which contemplates putting into operation the philosophy 
of trade, is a different matter ontirely and where the 
trouble has teen is that that philosophy conflicts with 
the competitive system such as we are forced and compelled 
to work our business under and the result has been con- 
tinuous differences of opinion, continuous clashings be- 


tween my company and the department as represented by hr. 


MacKkwen and Mr. King and so forth. 
Wow as a result of these 


regulations the Department has beam endeavoring to en~ 

force them as a result of their enactment and because of 

the fact that they attempted to apply a philosophy which W«s not 
yet in working condition and to superimpose it on our 


economy of competitive distribution, it just did not fit 


in and it caused us untold trouble. Now as a result of 


those regulations and because of another section that he 


does not quote in here, we were faced with the situation 


in Edmonton which I want to go into because it will 
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exemplify what I am talkire about. 

The clash ane see it is not 
about the lawe The law in this case to me ana to our 
solicitors was very plain. We were Catled upon fi do 
certain things and we observed the law to the beat we our 
ability but it was the interpretation of those negated cee 
railways of one or another of the department officials 
that seemed to cause the trouble and this interpretation 
was to further the philosophy of the Trade and Industry 
Act. 

Now briefly, without taking 
up any more time than » necessary, we found ourselves in 
a situation in idmonton where the department felt that at 
our service station up there where we had wholesale and 
retail, the department felt that we were not complying with 
the Act in that we were selling at two different prices or 
more and their interpretation of the regulation was that 
we could not do that.e Now L have gone into that pretty 
well in detail during the course of the testimony or the 
evidence and all I want to say now is to show what happened 
tote in eens of the stepS which were taken by the de- 
partment tc enforce compliance: 

Now when the department 
advised us that they did not like our ways of doing bus- 


iness. I naturally went to our solicitor and said "Here is 


a letter, here is what we are doing, what about it". The 


solicitor wrote the department and said he could not see 
where we were having infraction of the Act or breaking any 
The department sald jell: thet 2s onriwiew. alt 


law. 


right, so we just asked the department to take it to 
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Court which is the proper place to see what the Law says 
and sec if we’ were carrying it cut, but the department 
Says "no, we do not intend to follow any such procedure; 
we do not like your way of doing business and we are 
going to take your license away", and they did take i+ 
away and "You cannot do business any more". jell fT 
couldn't see where they had any right to do that, 
certainly any legal right, so we resisted. The result 
was thet after a lot of negotiations, week the department 
it was finally decided by the department that they would 
pursue the course of, probably a little more wisdom and 
weight. that we should make representations to them and 
that they should wait the result of this Commission befnre 
they would finally make up their mind what to dn and the 
matter stands there but in the course of those negotiations 
they asked us to tell them why we objected and why it was 
unfair and the result was there was representations made 
in writing and I think that it would »e better for me to 


read them because they do go into the matter quite 


thoroughly. 
I. say here: 


"In protesting the present Fuel Oil License 

"regulations, our company wishes to point sut 

"that they are in no way opposed to existing 

"orcatices of the major companies in giving 

"considerable eae gervice, advertising, etc. 
'the Act says that is against the law' 


"including credit card service which adds between 


fone end two cents of extra cost per gallon 


asiilia 


Ls L. Plotkins 
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MRe PLOTKINS: 


= Lb GO6 = 
'MR» FRAWLEY: It is not against the Law 
to use credit cards. | 
Mie PLOTKLNS: No, but it is against the 


Taw to do this and do that and we will go into that 


probably in thie brief. 
“which adds between one and two cents of extra 
"eost per géllon on the gallonage sold on that 
“basis, as we feel that there is a class of 
“customer who wants this kind of service and is 


MWiaiing he pay Lor it. 


tt On the other hand there is 


“ag type of customer who prefers to do without the 
"frills and is ready to pay cash where there is a 


“saving by doing so, in lies of such free service. 


6 what our company does pro- 


"test, is having the Government say that our 
‘“eompany and similar organizations shall have to 
“charge the same price as the major companies for 
Yon entirely different type of service, and also 
“protest the facts that a large part of the buying 
"public should be penalized when there is no valid 


. x * 1? 
Nor economic reason for so doing.' 


MAJOR LIPSET?: jas the point ever raised 


that the price which you were selling at being lower than 


the major companies’ selling price, didn't you tell us that 


you were selling at ‘%wo different prices. 


plaining because our price wus lower. 
about that. The y were compla 


at two different prices- 


The Government was not com= 
There is no doubt 


jning because we; were selling 
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I have already gone into and 
{ have explained we have to sell at tw differest prices to 
keep two different classes of customers, and also for the 
further fact that if we did not and complied with the Govern- 
ment demand and sold at our lowest price, we wuld be putiouy 
of business because the Imperial woulda so down some more. 
So that we had to face that situation and the official that 
enforces it don't consider our position. He only considers 
the Government position. But we have to consider the question 
of survival. 

selling merchandise on @ quantity 
discount and cash discount basis is and always has beena 
recognized practice. Ifa man ships a carload of goods, he 
gets a carload rate instead of paying local and small quantity 
Fates. If he buys three suits of clothes at one time, he will 
Bet ¢ petter price than if he buys one. If he buys a sack of 
potatoes, he will get a better price than if he buys 25¥ worth. 
This principle applies to all businesses and is good economics 
because where such quantity type of sale is made, it automatical 
lowers the cost per dollar volume of sale. 

This shculd apply more to the 
petroleum industry than practically any other business owing 
to the fact that volume is the prime principle of the gasoline 
business. In other words, there are few businesses where 
additional sales volume will reflect as quickly in lowered 
costs. Our contention is that a man, company, or organization 
which uses gasoline in sufficient quanti ty and who is willing 
to pay cash is entitled to a better price than the casual 


purchaser or pleasure car d-iver who demands and gets much 


more service and accommodation in proportion to the number of 
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ite i. Plotkins. 
galions he purehases. [In other words, it boils down to the 
old saying "You get what you pays fons In connection with 
the aforesaid, we wish to point out that cash discounts are 
recognized trade praetice in all businesses. 

| Our company, and to our knowledge 
no other independent organization, has never asked that the 
government legislate in our favor to assist us in maintaining 
Our position in the competitive field. We are confident that 
we are efficient enough and enough on our toes to take care of 
ourselves with the help of anti-monopoly and anti-trust laws 
now in force throughout the country. 

In other words, we feel that we 
Bani ender a very valuable service to the public and progress 
from year to year as long as the government will not actually 
assist the major companies by favorable legislation and will 
enforce anti-trust lawS and restrain the major companies from 
Operating market organizations at a loss with the one idea 
in mind of actually clubbing out of existence the independent 
companies. 
To-day that anti-trust law is 

all that is recessary and we do not need any other regulation. 
MR. OOMMISSIONER LIPSETT: Just to follow that up, supposing 
the Imperial Oil decided to take 6 cents a gallon off their 


prices with the object of putting you out of business to-morrow, 


how does the anti-trust law protect you? 


MR. -LOTKINS: The Anti-Combine act, as I under- 


Stand it. vrohibits any individual, firm or corporation, to 
p) 7s 


do anything that will have the effect of destroying competition. 


MR. CCMMISSION@R LIPSETT: That would be increasing competitior. 


It would not be destroying it- Supy»osing without consulting 
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with anyone they tured around and took two or three cents 
off the price of gasoline and continue tmt until you are put 
out of business. How do the anti-trust laws or eee 
combine law help you in any way? 

MR. PLOTKINS: In the first place the Imperial 
is not a philanthropic organization. Now, experience teaches 
me if they are going to do us any harm in that monner they 

are going to do it in the normal orthodox way. and it won't 
put us out of business if we are able to retaliate in another 
way. So we are not asking for any laws to protect us against 
them. When it reaches the stage where it is against public 
interest we should have wideawake enough authorities to see 
that it is not permitted. 

MR. COMMISSIONER LIPSETT: What I am trying to put to you 
or trying to get from you is, what difference does it make 

to your position whether the Imperial did that of their 

own iniative, without consulting anybody, or did it after 
consulting with, let us say the B. A., just to get an example. 
They decide they will join together and you would have a breach 
of the anti-trust law, perhaps. But if one does it alone 

you are just hurt as much? 

MR. PLOTKINS: One alone is not likely to do it, 
and if they are, they are going toy pay, the. price.) 12, they 
are willing to pay the price and can accomplish something, 


well I suppose we will have to find something, some other way 


out. 


MR. COMMISSIONER LIPSETT: Is not your real complaint that 


competition may be so intense that somebody, for some ulterior 


motive, puts you out of business. T do not see how the anti- 


trust laws affect it. 
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MR. PLOTKING;: Intense competition, if it is 


On a sound basis, is amenable to me or any other ordinary 
Organization, to meet it. Intense competition does not 
mean that it is destructive. It may be that we are ina 
stage of technical advancement but because of the rapid 
change there is intense competition. But we ean adap t 
ourselves to these changes just as good as the big company 
can. Therefore, we have not any claim on the Government 

to protect us. The only claim I feel I have on the 
Government is that by collusion individuals try to corner 
or to acquire control of the industry and we are just 
absolutely up a tree and we cannot meet it. That is the 
time we have some claim on the authorities. But as long as 
it is the actual development of competition or technology 
we certainly have not any right to stop the machinery just 
because it don't suit us. Because we are asking that same 
Priviiceze for ourselves. 

any honest government knows that 
it is answerable only to the people as a whole aid cannot 
conscientiously institute or permit any condition which 
would tend in any way to raise the price level ower a period 
of years, which the public would have to pay. 

It is a well known fact that the 
major companies, as particularly represented by Imperial 
Ore suimited, are definitely out to force the independent 
companies to raise their prices so that they may maintain 
their costly monopolistic setup. This monopoly can only 


eontinue through gover nmen t supvort, whether knowingly or 


unknowingly. 
T have pointed that out. The 


Imperial says: "Here ig what it costs us to do business 
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because here is the way we do business. We expect a fair 
prorit and, therefore, we have set our price and competition 
es lows us to get it." I sce nothing wrong with that. We 
have our own conditions. We are trying to destroy that 
particular type of operation. Why ¢ Because we want i 
better ourselves. Now, if there are laws to Stop us, und 
this is one of them, 411 it can result in is a freezing of 
business into the hands of major companies and maintaining 
higher prices. Because you are allowing part of the 
competitive system to work and you are preventing another 
part ard a vital one from operating. 

Many theories propounded by men 
without practical experience look very beautiful on paper, 
but quite often work out juet the opposite of what they 
are meant to do. We are willing to concede that many of 
the present regulations were drawn up with the very best of 
intentions, but because actual economies and good business 
practice was ignored, they worked out to the absolute 
detriment of independent companies and the public, and have 
reacted in favor of major corganizations and will eventually 
help swell the coffers of Standard Oil of New Jersey with 
more profits. 

The foregoing is more or less 


a broad statement of principlcs which should be taken into 


account when considering whether or not the present Fuel 


Oil Licensing Act is practical or equitable. Before showing 


Mieieteail many of the competitive phases, our company wipice 


mG go on record that theyieLe quite willing to serve the 


public with gasoline at prices lower than the present 


Imperial Oil prices as long 4&8 the government will guarantee 
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that the Imperial Oil and subsidiaries will not be re rmitted 
to use retaliatory Clubbing methods or we are willing to 
maintain a retail price in line with theirs as long as 
they shall be forced to charge extra for fancy service and 
credit. Failing this, our company denies that the government 
Should have the right to interfere with ow business or with 
our right to look after our own interests in ow own way » 
To be able to progress in the provinee as a local industry, 
and pay our way as we go, including collection of government 
gasoline tax and payment of all city, municipal, and 
provincial taxes, and to take care of our employees, and 
to secure a return on our investment, it is necessary that 
we in the organization who are trained and know the oil 
business much better than any government official, should 
be allowed to work out our own destiny and protect our selves 
in our own way from the following conditions and policies 
as practised by the major companies.- 

Now, the orthodox method of 
doing business is naturally reactionary. [t attempts to 
maintain the status quo. “nd with reason. “hen wc get to 
that stage we will do exactly the same thing. It is the 
natural law and they adopt the practice to that end. 
In other words, they create conditions that make thc little 
fellow behave, make him sit up and put him in a position 
where he has got to more or léss follow the orthodox 
and that is calculated to consolidate the 


practice. 


existing crder. Probably quite legitimately. But it does 


not mean that these oractices they have adopted are wrong. 


It does not mean that they are unfair. They are absolutely 


fair as far as the major companies are concerned. The only 


place where they are unfair is in a case like this where we 
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are told by authority, over which we have nothing to say, 
"You cannot do this and you cannot do that; you must <3 
it the way the other fellow does it." Well, we will not 
guarantee that the reactions of the big companies will not 
put us out of business. 

1. Major companies have secured 
control of production and refining to an extent where they 
Gan operate their marketing organizations at a loss or at 
least subsidize them in order to realize cash from the crude 
as it is produced and refined. The major companies have 
in the past paid fabulous prices for property and built 
thereon service stations which can never hope to pay a 
return on their investment. They have even gone go far as 
Poumuitd Of one corner and pay a high price for ihe 
Opposite corner merely to protect themselves against having 
any opposition. 

Now, this morning Mr. Commissioner 
mentioned the fact we were bad bo¥s , as I understood the 
question, because we more or less were trying to hit at the 
foundations of the existing marketing system of the Imperial 
Oil and we should not do that. Now, I wrote this a couple 
of days ago and I did not get it in my brief. But I think 
it is quite pertinent to cover that point. I say here: 

Posted tank waggon prices are only 
the top of the market and competition in price below the 


tA a 3 is ts, such as 
existing tank waggon is expressed by discounts, su 


undivided dealers! allowances of 


allowances varying from % to 2% cents per gallon reflected 


in Imperial's estimate of competitive conditions existing 


; i i absorption such as in 
in each particular district, freight absorp 


the south territory or l- ¢- 1. Shipments paid for by the 


1 cent per gallon, competitive 


7” 


ee 


Deu. Plotking. in hoe 
company, or cartage paid on inter-station transfers from a 
tank car point to another point, or again special agency 
commissions where competition forces this to retain the 
business, | 

Those are practices that the 
Imperial Oil has disclosed they follow ana they cost 
the Imperial Oil some 1.2 cents per gallon over their entire 
gallonage. I see nothing wrong with that. They merely 
went out to meet competition and in the process of meeting 
competition they have, instead of cutting the price, they 
nave paid for freight where they did not in other places. 
They have given spcesial allowances where they did not in 
Other places. They have given special discounts to one 
dealer because they had to in order to retain the business 


and they did exactly what they were complaining to this 


Commission we were doing, and what I understood the Commissioxer 


this morning to say that we were doing. Well now, the only 
difference between them and us is they are doing it through 
their system and it does not show on the surface. But it 
comes out in the figures when vou analyze the expense of 
their doing what conditions force them to do.» And the 
result is that they go and pay a big price for a service 
station and go and buy two corners, one opposite the other, 


to stop somebody else from getting it, and the y are not 


committing any crime. They may be unwise or they may be 


very wise. But they are following out the competitive 


system and conducting their own business and there is nothing 


wrong with it as long as we are not stopped from doing the 


same thing in our own way: Not necessarily going and buying 


lots or corners but in meeting the situation aS we can. 


MR. FRAWLEY: “Yolding corners is not reflected 
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in the Imperial marketing spread. 
MR. PLOTKINS: I am not going to argue whether 
it isreflected or not. The fact is they have their kar 
of doing business anda they just express it in their own 
way. We have a similar want to get at that business and 
we want to get what we consider our share. We want to go 
out and meet the competiton . If they buy corners we 
might do somothing else. In other words, if they wish to 
Subsidize a dealer in that way we might wish to subsidize 
them by giving them a better price. All right, they have 
expresscd it in one way and we have expressed it in another. 
They are both legitimate, nothing wrong with it. as long 
as we allow competition to work. 

Where they do not actually own 
a location, they have used a policy whereby they are willing 
to lease,bonus, or overloan merely to control the outlets. 
We can quote specific instances where major companies have 
leased outlets at a high rental and sublet to the owner at 
a low rental merely to secure control and to bonus the 
outlet. We can quote instances where the major companies 
are going so fer as to pay the operator's rental to the 
owner of the property as an additional discount. 

We can quite specific instances 
where the major companies are willing to loan more money 
on an outlet by far than it is actually worth merely to 
secure 100% control and to freeze out opposition. 

These conditions can mean only 

Peeething --.a higher established price to the public, and 
no obstacle should be thrown in. the way by any, gowerament 


against any organization which can overcome 4 competitive 
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situation sueh as this and sell to the public at a reduced 
price. | 

Now the fact we sell one man at 
Saveferent srice than anothcor,our evidence discloscs that 
on an average we have distributed to the publie at 12 cents a 
gallon less than the Impcrial. Now, does it make any 
difference to this Commission or to the Government whether 
this man gets it or some other man gets it. We do it by 
agreement. Both parties are satisfied; otherwise, they would 
not be dealing with us, and the economy is benefitted, that 
is the Provincial economy, in that 1$ cents on so many 
gallons has gone into circulation that they would not have 
had if they had bought from somebody ease. 


MR. COMMISSICNER ZLIPSETT: Does that mean that your distribu= 


tion expense is 14 cents less than the Imperial's? 
MWR. PLOTKINS: No, our distribution expenses 
are something like that. That is not the reason we save 


1s cents. 

MR. COMMISSIONER LIPSETT: What exactly was it you were 
saying, I did not understand? 

MR. PLOTKIN : I am saying because of our method 
of doing business, is one of the methods complained of by 
the Government by which we had two prices. But’ the Gert 
result is of our method of doing business to save the 

our customers, 14 cents a gallone below the 


customers, 


established general price as expressed by the Imperial Oil 


net-back And we maée a profit. In fact we made a big 


Prorit. 


MR. COMMISSIONER LIPSETT: 


MR. PLOTKINS: Our net-back. 


Do you mean that your selling price- 
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MR. COMMISSIONER LIPSETT: Is atound 4 eédnt and a half less 
than the Imper ial pr ice to the consumer ? 

MR. PLOTKINS} That is right, for the same moduct. 
The result was we did not do it at the expense of our employees. 
I have given the fitures to show our expenses are a little 
higher than the Imperial's. So we did not rob anybody. We 
certainly benefitted our customers, and that was Only made 
possible because we might use judgment. We are not restrained 
from doing it under our own methods and in our ow way. 

MR. COMMISSICNSR LIESETT: How does that stack up with the 
Suggestion that we had before, that all the prices were the 
same. Yas not that the general picture that we got, that 
prices at all service stations for the same grade of gasoline 
were the same? 

Miia (PLOTKINS s They are the same on the surface. 
And we were also told that, just as I expressed here, that the 
posted tank waggon are only the top. ‘fe cannot charge more 
because they won't buy from us. But there is nothing to stop 
us) Trom ‘selling for less. 

MR. COCMMISSIONER LIPSETT: This 1$ cents that you say your 
price is below the other companies', does that go to the 
dealer or tothe consuming public? 

MR. PLOTINS: It goes to the public, both the 

IT am not saying our prices are 


consuming public and dealers. 


a cent and a half less. I am merely stating that the general 


business when we figure it out on the basis of 1938 showed 


that we received for our gasoline in products, refined products, 


from the public, and that means to dealers and consumers, 


$+ cents a galicn less on the average. That means there was 
one cent and a half less in our treasury and so the public 


+ 


¢ 


San Fe 
Ney a oF ae 


Ne 


/ 


~ 
yee 
. re 
ne 
: 
; pls 
an . 
: 
“a. 
4 s 
: shes 
4 
) 
ss 
it 
> 3 
ma . 
o* 4 


1-3 


Byte Plotkins. cee 


got the benefit of it. It makes no difference whether the 
puhlic got it through the dealer or whether he ota 

direct. The fact is the economy of the country got it. 

MR. COMMISSIONER LIPSETT: You mean your mwt-back to the 
refinery was this much less than the net-back to the larger 
relinery? 

MR. PLOTKINS: ‘Tell, it was based on the I1perial. 
Thasis.right. 

MR. COMMISSIONER LIPSETT: If that is go and your Suggestion 
is that that goes to the public, why is it not so advertised 
that you are selling at a cent and a half less? 

MR. PLOTKINS: Because when we do buSiness in 
competition with other companies that way their customers - 
in the oil busincss----well, we will take the service station. 
Our sdmonton service station, we have different classes of 
customers. ive have the transient man who pays exactly the 
game price as what he can buy at anywhere else, the posted 
tank waggon rprice. 

MR. FRAWLEY: Sometimes called the "sucker" trade? 
MR. PLOT INS: I would not say he is a sucker. 

He is not. He is getting the valuc. s«nother thing is he is 
doing it of his own free will. 

MR. FRAWLEY: Bit he does not know you have 
another price for thc next fellow? 

MR. PLOTXINGS: Possibly he does ard possibly he 
does not. I would not say anything. Ye do not expect to 

him any better price because he is liable to buy only 


give 


1 gallon and want his wind-shield wiped and probably nis 


carburettor fixed, and objects to paying anything for the 


service That type of customer requires a lot of service. 


He gets value for the money- Our second class of customer is 
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what we call the commercial account. That is the commercial 

consumer account. Some of the other companies recognize 

the commerce ial consumers only as industrialists. We recognize 

the commercial consumer account as the man who has cars or 

trucks. That type of customer pays 1¢ cents a gallon less 

or more. Then there is another type of customer, that is 

the drum trade. Now, the consumer, on an average our prices 

are a cent a <€llon less. They have been. They are not now. 

The result is we cannot make an average reduction of 14 cents 

to everybody because that reduction to 14 cents would lose 

us two-thirds of our business because it would be giving too 

much to the man who is not expecting it and not giving enough 

to the man who could get something more Somewhere else. I 

do not know whether I have made that clear. 

MR. COMMISSIONER LICSETT: I think so, lir. Plotkins. 

MR PP LOTK INS ; The svecifie complaint by your 

government in suspending our Edmonton retail fuel oil licence 

was that we werc discriminating in prices to our customers. 
Ve pointed out that we were not 

doing anything that any other company was not doing, only 

that we were doing it in a systematic, honest, above-bourd 

manncr. 


T wish to say particularly wit 


reference to what Mr. Frawley has expressed, that we do 


do it openly. We have posted a price showing the drum, 
£ 


Commercial and retail prices posted in our service stations. 


It is true we do not put it in great big letters, but it is 


there available to the public. We actively solicit the 


transient trade, the commercial trade to become commercial 


consumers of ours so as to get quantity purchasers, and it 
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We pointed out to various officials 
that all companies give discounts to trucks, commercial 
accounts, fleet owners and 100% acrounts. 

We pointed out that Imperial Oil 
had deals with the head offices of different companies." 

This has been denied so I do not 
think it is true about these fleet arrangem*nts. That was 
the information I had but apparently it has not been 
substantiated. 

"whereby they give a flat discount 
throughout Canada and that we could not possibly hope to 
secure any of the business of these companies without meeting 
THE HLECE . 

We pointed out that it was common 
useage throughout the province to give a 2¢ per gallon 
discount to steady truck customers. 

We pointed out that the major 
companies had many accounts suchas C. N. R., CG. P. R., 

Swift Canadian, etc., who receive discounts probably greater 
than any of us are aware of, and that, comparing capital 
invested, auch smaller accounts than these were just as 
important and as much entitled to special consideration as the 
larger fleets served by the major companies. 

These conditions are admitted by 
the government officials who stated that no doubt it was a 
condition impossible to overcome but that still regulations 
must Live up to them. It would look 


were regulations and we 


to our company as if the shoe of discrimination was decidedly 


on somebody else's foot than that of our organization. If 


it is against the law to have more than one price, it should 
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be against the law for everybody and any deviation not subject 
to government approval, which is the case as stated by 
government officials. 

In bringing these aforesaid matters 
to the attention of your government, we are doing so entirely 
to provide a proper light upon the situation as a Whole, 
but wish to take the derided stand that we do not recognize 
the right of the sovernment to legislate or control our 
business or our means of operating same particularly when 
it is open to plain view that such control tends decidedly 
to operate in favor of major monopolistic companies and 
against smaller independent companies. 

Our Premier, Mr. Aberhart, and our 
Minister of Trade and Industry, Mr. Manning, have always 
declared in favor of local industry and in favor of the 
little fellow. It is hard for us to understand why the head 
of the government should take this viewpoint while actually 
the regulations as set up by various departme.ts have an 
exactly op xsite effect. 

Ye place these representations 
before you, asking that you consider all phases carefully 


and give us fair and honest treatment. 


Now I do not want to deal with 


all tne regulations. There are quite a lot of them. We 


have interpretations and rulings that thiek, and we are 


no better off after we get the ruling because the circumstances 


change and the ruling is affected. So that we attemted 


for a long time te carrey out regulations and found it was 


impossible. So we have gradually disregarded them. Nothing 
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else could be done. If we had tarriea out all the instruc- 
tions we wolé not be in business to-day. I could not 
afford a staff to carry out the multitude of obligations 
that is imposed on us under the different regulations. 

Now, I have pointed that out in the course of the evidence 
that the smaller the company the greater the burden, because 
there is just as big a burden for us, with our limited 
gallonage; we have just as many laws to comply with as the 
Imperial Oil with its big gallonage. It is just the same 

as distribution, if you can sproad that cost of observing 
the laws and carrying on the red taps, over 10 million 
gallons instead of over half a kmillion, the burden certainly 
is not equal. And that is one of the reasons we were just 
compelled, little by little, to just forget about them 
because they were too great a burden. Now, I want to finish 
this remark here in regard to discounts and competitive 
prices. 

It is self-evident that the tank 
waggon price is the normal price anf only where braseund of 
competition domands it to obtain or retain the business is 
the tank waggon price lcowerec. In other words, the tank 
waggorn price is just the normal top price. If-1I go inte = 
place and I want to get some business and that business is 


desirable, well, the man, if he likes the company he has bem 


doing business with and his relations are pleasant @nd he 


kas no reason to leave them, now I have got to, ‘It hess 


perfectly satisfied and if I want to do business with him, the 


only way he will do business with me is for me to give him 


some concession. tt does not mean I have got to give hima 


tetter price. Or it may be that is the only condition he 
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will do business with me. On the other hand, he may want 

me to put up two new pumps, or he may want me to paint his 
building at a cost of several hundred dollars. Or he may 
want me to help him financially because he wants to build 

a new house. Or he may want one hundred and one things 

that have developed as concessions, as we understand them 

in the oil business. Now, I have to judge, how much is it 
going to cost. What gallonage has he got. ZI express it in # 
het-back to me. If a man sells 100,000 gallons am he 
expects me to do something that is going to cost me $1,000.00 
i just say to myself "He wants me to give him a cut of a 

fen os gallon." Now, I have not reduced “tae price, Ine 
true. But I have given him $1,000.00 in another way. It 

has cost me $1,000.00. Now, you can investigate from now 
till Doomsday and the entries will still show the regular 
price and it is the regular price he is paying. But because 
of the fact I want that business I have adapted myself to 
that situation and have lent him money or given him some 
pumps for nothing, or probably invoiced him and forget to 


collect. anyway, that accomplishes what he wants because 


he is the buyer. 


(Page 16,674 follows. ) 
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Now that is expres#e6d eVery dey 
in business and it is the sum totel of al1 these things that 
constitutes the net back, so the posted tenk wagon price is 
intended to do that with the ectual price, the actual price 
is what does the company get back and the evidence shows that 
they get back, in the oase --- 

THE CHAIRMAN: How do you feel about that being 
a satisfactory method of competition? 

MR. PLOTKINS: That is our experience. 

THE CHAIRMAN: Would you not rather be working 
in the open and meeting your competitors in the open? 

MR, PLOTKINS: True, that is the way I would 
like it, why, because I would be better off, much better off., 
TH CHAIRMAN: Thet is what I mean. 

MR. PLOTKINS: Because my aim is to know what 
is going on and if it is secret I have to guess what it is 
that is going on and if it is open I am in the same boat as 
the others but I krow that laws will not accomplish that. 
And because LI know that, I am not coming here to ask for 
some Legisletion about it but I do know that, because of the 
fect that we have a fear in the oil business, one company 
against the other, that if we could get together and decide 
on these different business practices and put them out in 


the open and say, "Well now, this is as far as we will aw, 


as far as we will agree to go in the matter of rebates and 


loans and pumps and so forth", although I do not know aes 


THE CHAIRMAN: Well now, supposing you did, 


supposing you did and leeving aside for the moment the consid- 


erations that there may be 4 monopolostic tendency involved 


in there----- 
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MR. PLOTKINS: Yes. 
TH? CH AIRMAN: But leeving that aside, would you 


not be up ageinst the same thing once more, you agree on it 
and the fellow who stuek to his agreement would do it and the 
fellow who said, "Well I want to get a little business advant- 


age over my competitcr,” would cause trouble? 


MR. PLOTKINS: No, I do not think so, Mr. Chairman. 
TH" CHAIRMAN: why not? | 
MR. PLOTKINS;: for this reason, the agreements 


in the past have been egreements forced on the industry by 
some outside body. 


THE CH AL RAMAN: YeSo 

MR. PLOTKINS: In the United States we have the 
history cf the Federal Trade Commissicn, we havs the history 
mivume: N, Le He A» It is true the oil business got together 
and told the Government what they would do but they told the 
Government the same as we may tell it, we do not need legisl- 
ation but I will tell you what I think should be done, in 


cther words, if you will not agree with me that there should 
be no interference with the competitive system, then I say 


if you are determined on having legislation here is the way 


to go at it to do the least ham. Now in the United States 


the same situation exists, The industry because of the laws 


there cennot get together. It was a crime to xyst together, 


probably right. T am not satisfied that even the industry 


ree do justice to the public but it is agsinst the law and 
the only way they could get together was to be brought tegether 


by the Government and the Government dictated the conditions. 


Well row each one jockeyed for position because there was still 
M1 a 


going tc be a Government Board, with fevors weighing in the 
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balance, secause I know by experience, not that you cam bribe 


them, no, but if you get to be well liked by this individual 
or that individual ana you have the machinery to make yourself 
liked, you are liable to get more concessions or a better 
interpretation ‘er a little more lee-way, it is natural, I 
mean, with the result that if you had the staff and the time 
and the utility to be up at the Government Offices practically 
all of the time, you are liable to work very nicely under a 
certain regulation and the other fellow who is just busy, with 
his nose on the grindstone, he is forgotten because he is not 
there to protect himself, so the result is that the reguletions 
react better for some than for others, 

Now coming back to this matter of 

these different business practices, I believe that we have 

the meéchinery, I have suggested to the Government and they 
have agreed with me as to the method that it should be done, 
Not that I say it is going to succeed, I do not know. It is 
certainly worth trying put I think it will succeed much better 
than regulations imposed by the Depertment itself. 

Now I will review those bectuse 
I think they are worth considering and anothe thing in 
deciding on these things the same things applies, the same 
| h respect to trying to correct the se 


principle applies wit 


business practices &S applies to all economic matters. 


We cannot do it overnight. We are going to have to teke it 


up in the industry and let us say, "Here is the fear, here 
is the difficulty, now study them and let us come back in 


two months or three months if you have had time to study then, 


lst us figure out what you are going to do and let us take 


| ae i 2+ way it will endure 
time to do it~", end if it is done the y i 
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most likely because it will be done with the least 
chance of errors end if there are minor digeiguanines 
minor differences that will creep up, we can correct 
them. We do not have to tear the Whole thing down 
over again, whereas if we rush up to Edmonton and have 
two or three conferences with the Government under pres- 
eure, because that is all it is, you rush up there, you 
know you are not going to heve very much to say, you 
know yeur evidence is going to be weighed, maybe, and may- 
be not and the result is you go up there determined to 
jockoy for @ position and tho bigger the company the 
bigger the position. 
TE CHAIRMAN; I am sorry, Mr. Plotkins, to 
interrupt you, you see yourself some possible disadvan- 
tages in the elimination of the anti-trust laws, com- 
binations in restraint of trade and those kind of things 
as I understand it.- You realize the evils which may flow 


from the. elimination of all those Laws. 


MR. PLOTKINS: Yes, I believe they should not 


be eliminated but strengthened. 


THE CHAIRMAN: Yes. Now then you say, not- 


withstsnding the benefit thet may come from those laws 
being upon the Statute books, that they present difficul- 
ties to those who want to arrive at agreements that would 


be beneficiel not only to the industry but to the public 


as well. 


MR. PLOTKINS: Yess 
THS CHAI RM AN: Now how better could you get 
together for the working out of an egreement setisfactory 
to the industry, than undei the egency of some independent 
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body that was interested in your arriving at agreement 
and those persons would definitely protect you against 
the stigma of conspiring to restrain trade, through 
legitimate channels and which would also protect you 
against prosecution. 
MR. PLOT IINS: I quite agree with you, 
Mr. Chairman, and that is the method which I have recom- 


mended. It is not quite in the Shape of a Board but 


when=-~+— 

THE CHAIRMAN: I mean there is nothing in 
a name. 

MRe PLOTKINS: But the principle is the 


same as you have just enunciated. 

THE CHAIRMAN: Well it is interesting to 
have one who is concerned in the oil industry to accept 
such asi idea. Others seem to shy back from it, feeling 
that they may have someone occupying a managerial pos- 
ition in connection with their business if they ever 
opened the door. How do you feel about that» 

MR. PLOTKINS: Well the system that IL 
have recommended certainly prevents the Government from 


starting to legislate or to want to control the managerial 


Operations of the company. They sit in and they control 


the operations of that particular committee and they act 
when thare is a prosecution to take place and they are 
the link between the authorities and the industry but 
their functions are limited to helping straighten out 


maladjustments. 


THE CHAIRMAN: ana you see the danger Of’ that 
the link of which you speak being some part of the Civil 
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Service, which may be concerned with multitudinous other 
duties; either not having the time nor the specialized 
knowledge thet tiake them really the proper liason officer 
between industry, the public and the Government. 
whe PLOTKINS: That is true, sir, and the 
only thing I happen to pick the Department of the Govern- 
ment of the Province of Alberta that is now concerning it- 
self with just such things and no doubt in time will acquire 
experience and they have had already some experience, that 
is the Board of Industrial Relations. Now at the present 
time they only concern themselves with labor but I pointed 
out to the Government that the employers have just as much 
right to organize for themselves as labor has and that the 
same Board, with the co-operation of the industry, should 
concern itself with our welfare and the result was that 
there was a link already available and working and as I 
expressed betore in my testimony I do not know if I did 
here, I certainly expressed it to the Goverment, I was 
agreeably surprised to see this Board of Industrial Re- 
lations functioning in what I considered was a workable 
basis and I will go into that when I present that matter. 
L am not saying that anything the Government has dune is 

Shore ere things tuey ere doing thet ere right and other 


wrong. 
things that are not, at least getting somewhere in some of 


them. 
‘Tt is self-evident that the tank wagon price is the 


. + a y 
"normal price and only where pressure of competition 


“demands it to obtain or retain the business is the 
Gtauk wagon price lcwered and as evidence discloses, 
ai > ae 


*anpunts to, in the case of the Imperial, reducec the 
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"weighted average net beck on the threg grades of 

"gasoline from 16.03 to 14.83 or 1.2 sents per gallon, 

taocordin gd to Mri. Cottlets Btatement, Exhibit “653",°" 
Now that 1.2 cents per gallon 

has just repaid for commissions or loans or pumps or something 

for which they do not get some money. We do not claim ty be 

any better or any worse than they are, We just say they are 

meeting competition and we want the same privilege, 

THE CHAT RMAN: Just while Mr. Plotkins is pseusing, 

Mr. Frawley, I see Mr. Brownlee is here from fdmonton, you 

asked him to come today? 

WR. FRAWLBY: Yes, I asked him to come’ today» 

THE CHAIRMAN: I do not want to hurry you in 

the least, Mr. Plotkins, and I want you to know that, we 

always feel we get some benefit from heering you but we may 

want to intervene Mr. Brownlee to iet him go home egain if 

you are going to be so long thet he cannot finish toda. 

What do you think about thet, Mr. Plotkins? 

MR. PLOTKINS: I think that I should finish 

inside of an hour end possibly before. 

THT CHAT RMAN: fn hour from now? 

MR. PLOTKINS: ae aes 

THR CHAIRMAN: Then, Mr. Frawley, I wonder if 

you would find out, I see Mr. Brownlee is not here at the 


moment --- 
MR. PLOTKINS: I will gladly concede my place to 


Mr. Brownlee if he has to go tonight. 
MR, FRAWL3Y: Yes, I think he wents to go tonight 


if he can. 


MR. PLOTKINS: T do not like to but I will do it. 
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THE CHAIRMAN: I do not want to interrupt you. 
Mr. Brownlee, we were just speakine of meeting your convenience, 
you having come here to address us today and we undorstand you 
went to return to Edmomton tonight. Can you give us some 
idea how long you expect to trka? 

MR. J. @. BROWNLEE, K. G.%, Well, in the first place, may I 
sey that we are entirely at the convenicnce of the Commission 
and if you do not finish with Mr. Plotkins this afternoon, 
the organization which I represent can say what they have to 
say equally well tomorrow so I would not want you.to change 
any‘of your plens just by reason of us. Whet. I have prepared 
to read will take probebly half an hour at the most. Then, 

of course, it would depend on whether there was anything 
arising out of that but I want to make it clear again I would 
not want you to change your plans because of us becsuse we 

are only too anxious to meet the convenience of the Commission 
end tam just as well content to allow Mr. Plotkins to finish 


his argument and we will come on after it. 


THE CHAIRMAN; Very good. 


WR. PLOTKINS: Now this question which we have 


just discussed has been concerning me for some years because 
I felt that the more information the Government had the better 
we would get treated so in 1936, on March 17th, I wrote to 


Mr. =. C,. Manning, provincial Secretary, as follows: 


MAJOR LIPSBI?: what is the date? 


" In accordance with your request 


Be re ncat at the meeting of the representatives of 


alberta oil companies that took place last Wednesday, 


“zerch Lith, 1936, I will endeavor in the short time at 
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"my disposal to make a few Suggestions for your guidance 
"in attaining the end desired, namely, reduced prices 
"of gasoline in the Province of Alberta." 


No, that only deals with it briefly. 


Perarnk Twili get you another one, this ts dated January 1%th, 


193583 


the other one did deal with it but only ina hrief way 


and just giving general principles. This one goes into it 


in detail, January 10th, 1938: 


"Memor:ndum; Government sponsored oil conservation and 
"self-regulation for the Alberta oil industry." 

*- In accordance with your request 
"made to me some time ago when you accorfed me the 
"privilege of expressing my views on the general Alberta 
"oil situation, I now submit for your study and consider- 
"ation this memorandum. 

r | The views and proposals expressed 
*herein are not calculated to cure all the evils norsolve 
"all tke problems of our Alberta and Western Canadien oil 
"TIndustry, but rather to¢reate a condition whereby the 
"»sroblems arising from our present circumstances will 

'be dealt with by a body of men experienced, each in 
"their Line, co-operating together with the Government 
"agencies concerned and the public, to treat each problem 
"individue lly in a rational and equiteble basis having 
"proper regard to all interests concerned, and as a primary 
“concern, the general good, present and future. 

at The Alberta industry has, in the 
"past, more or less made its own lew, run its own business 
twit hout proper regards to the other fellow or the public, 


tena the oil business being more or less2 mystery to the 
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Naverage man; public opinion was powerless to react. 
"Subsidiaries of American concerns; meéting no opposition, 
"soon established themselves in a dawiaha Whe position that 
"brooked nc native resistance and crushed without merey, 
"any local factor that disputed or was likely to ci eoneat 
“what they considered their field." 

Now this is not recent, it has 
been in the oil business for a long time. I read in that 
congressionel record where they bought out refinery after 
refinery and they have been doing that for the last 60 years, 
so it is nothing new and nothing provincial. 

" In Alberta the Government did not 
"become interested in the oil business until very recently, 
"with the result that no competent eovelnmens Body was 
*trained that would cope with the industry and woul be 
"sable to advise the Government in the complex matters of 
"producing, refining, and transporting and marketing of 
"yetroleum products, so that the public interests could 
"be protected at the beginning of the industry in Alberta, 
" This condition made possible the 
"situation whereby the major companies being practically 
"the only ones in the field able to present a plausible 
"line of conduct, could and did present their side of the 
"picture only to the Gov ernment who were dealing with 


"problems with which they were, most of the time, not 


"fizrlly conversant. 
" This resulted in legislation that 
‘the Government intended to protect the public interest, 
"but usually resulted in consolidating and strengthening 


i jor companies in Alberta 
"the dominant position of the major Dp 
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“and for the prosf of this contention you have only 

"to see the record low prices for crude, high prices 
"for gasoline and other refined products, high import 
"duties, excessive distributing facilities, etc. 

Hs While it is true that prices of 
"gasoline did come down from 1920 to 1936, the reduction 
"in price did not correspond to the reduction in costs 
"due to technological improvements in ell branches of 
“the industry. I do not think it is necessary to go 
remy Turtior in -this direction.” 


Then again, what is known as the 
jobber, as we understend it here,if there have been more jJubbers 
in this province, even to the extent of what they existed in 
the average oil centre in the United States right from the 
beginning, we would not have these conditions, There would 
heave been more competition and the result would have been a 
different set of circumstances, but today jobbers are really 


not known. Two or three independent jobbers in a territory 


like this where normally there should be 15 or 20 and the more 


jobbers the more competition. It does not necessarily reflect 


high prices. It is just the position T have demonstrated many 


times and I have tried to prove it in my argument. 


MAT OR LIPSETT: Mr. Plotkins, are you not there 
Lona. a) ° 


advocating Government interference? 


that the Goverr- 
MR. PLOTKINS: I am advocating a e 


ment enlighten itself on all the problems of the oil industry 


and while I make that statement, that is a problem which is 


one of the functions of the Government, to become enlightened 


on the problems of the oil industry. 
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While the Honourable Mr. C. CG. Ross 
was Minister of Lands end Mines, the Government spent some 
money and had some geological work and rosearch work done and 
he got convinced that there was crude oil in Turner Val ley and 
the result was there was some emcouragement. Now that is a4 
proper function of the Government but I am not advocating in 
here that the Government should start in to run our business. I 
am admitting that they are interested and I comider they ere 
interested. 

MAFOR LIPSETT: Are you mt advocating that they 
should make such research as to make crude oil available to 
you for your business? 

MR. PLOTKINS: Yes. 

MAJOR LIPS#TT: Are you not asking for vheir help 
to get you your raw materials? 

MR. PLOTKINS: Yes, because they are rot helping 
me almne, I am only to get three meals a day and I will have 
to abide by it as amybody else and any surplus that I create 
ae in the country, I will not take it with me nor mything 
T create or the Government creates or bring it into being, 

it not only helps the individual, it helps the individual less, 
it helps the country most, co any national work, any work by 
the Government on a nationel basis or an @ provincial basis 


is certainly en obligation of the Government because it benefits 


the Government and the people more than it does the individual. 


MAJOR TIPSETT: Yes, and yet do you feel that 


they should assist you to get the raw material which would be 
for the public benefit? 


MR. PLOTKINS: Assist me, why me, assist everybody. 
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MAJOR LIPSETT: Well assist everybody, and having 
got that raw materiel which you will retain, do you not think 
that they should equally see that you will use thay mt for 
the benefit of the individual only but for the benefit of ci Rt ae 
MR. PLOTKINS: But, Mir, Commissioner, the comnet- 
itive system insures that, with the help of the Government, I 
have explained time after time that the only way I cam benefi* 
is to give the beneift, most of the benefit to the public, 
MATOR LIPSRETT: Do you think up to the point cf 
getting the raw material it should be a Government matter? 

MR. PLOTKINS: 0) esto 

MAJOR LIPSETT: To help in research and so on Dut 
after that they should give the competitive system, to essire 
that thet benefit which they have had to create would be 
fairly distributed. 

MR. PLOTKINS: No, that is not exactly the pcsi tic 
I take. In the first place the Government benefitted ifseltf 
by the development of oil bect.1use they owned the oil in the 
first place, so in anything they discover they benefit, 

MAJOR LIPS2TT: You mean the pecple? 


MR. PLOTKINS: Yes, the people. so if they have 


the initiative to go out and help discover oil the seme as 


any other , that is the first place --- 


MAJOR LIPSETT: Then why should they not go furthe> 


and see that the public gets the benefit? 


r ae A + : . d + x fe 1 a Am , 
MR. PLOTKINS: Has private industry fellen down, 


thet is the first thing. Well, I maintein they have not but 


voaet 


IT do not maintein that they are perfect and I. do maintain 


ing it ji iv some curb and the curt 
humen neture being whet it is, 1% needs m 


here ts in the hands of the Ottawa authorities and is availabl- 
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to the provincial authorities, 

MAJOR LIPSETT: Does not that mean, whatever 
authority is that curb, just to see that everything is aone 
fairly to the Gaevernment? 

MR. PIATKINS: Oh it may be unfair as between 
individuals, but it may be perfectly fair to the country. I 
mean the fact that I have a misfortune, it is certainly unfair 
to me but eve I brought it on myself, 

MAJOR LIPSETT: But does it not mean that there 
should be some public authority interested in seeing if a 
curb is necessary and if so to carry it out? 

MR. PLOTKINS: Yes, I believe thet the Government 
should be on the constant alert and through competent men 

im the different departments or whatever body of men you can 
get together, I do not believe in getting a horde together 
but I wilt PAs acute I mean, what I an getting at there, 
but I do believe that the authorities should be competent 
to keep a constant check, not only on the oil industry, - 
the oil industry is probably no worse than any other, - but 
on all industry, on all economic industry for the commengood 
and the only way they cen help is not by butting in but by 
acquiring informetion, first to disseminate it for th 
industry's benefit and second to give them the information 
they need to get a proper interest in it and then the main 


thing is to see that the proper interest is at all times 


protected and the only place the industry cn go against 


the public is when they conspire to do things. 


THE CHAIRMAN: what do you think, Mr. Plotkins, 
apropos of what you are thinking of, a Chair in the University, 


a Chair being set up in the University, what do, you think of 


that? 
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MR. PLOTKINS: Well I have advocated that and 
I made the remark thet there was a lot of work represent ed 
by all these "xhibits and all these books and they really 
contein the essence of the oil business and I think I maze 
that remark here, 

= CHAT RAN: I think Mr. Shaw said something 
about that. 
MR«e PLOTKINS: Yes, you. are right, I asked hin 
to make that remark at the time. 
THE CHAE RMAN: Ido not remember you expressing 
any Opinion personally. 
MRe PLOTKINS:$ Now that would be desirable for 
the same reason thet e Chair of Political Toconomy is desirable 
and the more information thet the public and the Government 
has and after all, as I said, Science is nothing but ordered 
information, ordered facts. The better we are going to be 
able to overcome all our own disedvantages, tecause the reason 
I give a pump or the reason I loan some money to somebody is 
because I: fear the other fellow is going to do it and I do mt 
know whether he will or not but if the stetistics, for example 
this information I have just read that the Imperial gives 
away 1.2 cents per gallon to get business, if that was avail- 
able for us, we would gradually get an idca what they give 
and accordinely it would disappear of its own wish, - why 


away 


because if we all done it there is no advantage in doing it 


and the result is, if the Government, through the University 


is one way, in fect that in addition to other methods, they 
y 


should do more, in fact they should train economists, some 
3 


that will specialize in the oil industry. Others will 


specialize in other industries and the information is evailabls 
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and these men, I do not know if the Chairman knows this 
but in Frence the Universities are all public institutions, 
and the Government reserves the right to take the three or 
five top men in each Class, they sign an agreement that if 
their tuition is to be furnished them free, the finister of 
Publio Works for instance hes the right in the polytechnical 
school of getting the five top graduate men,in the Department 
of Ponts et Chausses, which means roads and bridges. Now 
the best men, the most brilliant minds out of those universities 
are reserved by the Government and the Gov ernment takes an 
intelligent interest and the result is that the Civil Service 
is a profession and I do not know if it is any better than in 
this country, I de not know but I do know it is certainly 
worth considering in Alberta that where we sponsor and pay for 
all this education that the Government should begin now to 
get a capeble personnel and have a sectjon of the Government 
that concerns itself with economics and this is a good time to 
start. L advocated this 6 or 7 years ago. In 1936 I asked 
the Minister at that time to make a study of the oil business 
before we had gone very far and in sueh five or six yvars 
will have a personnel capable of advising the 


from nov. you 


Government. It was not cone. Soms Like Mr. Frawley spent 


a lot of time and acquired a certain emoum of knowledge but 


because of its disconnected --- 


THE CHAIRMAN: He had other duties to, 
MR. PLOTKINS: Yes. Well it is some use but 


you know some times 4 Little knowledge is worse than none 


and you come to false conclusions. Now coming back to this 


Miiversity --- 


know how true that is. 
MR. FRAWLSY: You do not kn 
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MAJOR LIPSETT: I suppose that is why you refer 

to Mr. Frawley's great knowledge? 

MR. PLOTKINS: 7 Well he has an extensive knowledge 
of the industry but unfortunately, because ha has not had the 
practical experience or has not been able to devote all his time 
to it, he is not’ able to give the proper weight and appreciation 
to all the facts and come to any, in all cases, to any sane 
conclusion and I do not claim to be any better. There are 

some things that I as.ume and I am wrong but there are some 
things that I know what I em doing, so that is the situation 
there. 

THE CHAIRMAN: Do you think Mr. Frewley should 
start and work from the bottom up? 

MR. PLOTKINS: Well as I remarked in: my brief, 

Mr. Frawley has a different type of mind, probably the legal 
mind, but when it comes to economics he seems to have quite 

a time grasping the fects and interpreting them and we have 

seen the way the average individual reacts so that he may not 


be the right man for that. He may on the other hand be the 


right man for certain phases of that busiress, just the same 


as I pick men that are adeptec to certain parts of our business 


and are not adapted to others. We cennot know everything 


and we cannot adapt ourselves to everything. One man is a 


good engineer in one line and another man a specialist in 


another line. 
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Why? Because he 
happened to like it and he happens to be naturally 
inclined that way. So I am not making any reflections 
as far as Mir. Frawley is concerned. Ian merely stating 


the facts as I see them. 


"The pioneers in the development of producing, 
refining and marketing of petrcleum in Alberta 
who have attempted to create a native industry, 
independent of the major companies, have been 
Seriously handicapped in their endeavours by 
the lack of interest on the part of previous 
Alberta Government bodies, and I pay tribute 
to the present Alberte Government for having 
intiated an aggressive aia development policy, 
which has resulted in omancipating \,estern 


Canada from imparting foreign crude oil." 


MR. FRAV/LBY: From importing what? 
M&. PLCOTKINS: "whieh has resulted 
in emancipating ‘.estern Canada from importing foreign 


crude oil." 


MR. FRA‘/LEY: You revised that. 


Western Ganada Wiest of Portage la Prairie. 


iR. PLOTKINS: It is not desirable 


that we have it 100%. It is better to have a little 
opening at the Line to ensure there is going to be a 


little competition. 


"But in all my contacts and negotiations with 


the verious Government departments concerned 


what rendered any intentions of the government 


nad 3 
be -—— 
feet 
é ee ot 
aq ee 
: ° 
3 A 
ae aut i 
s= 
3 > 
‘. “ bint 
* 
ie ti 
a = 4, 
; ig ” Set 
tee es 
1) - 
Son 
on 
a thee § 
4 ? 
i 
5 | | 
| 2 : 
= wed 


mac 

1 
—s = 
. 


ol 

; rz 
pose # 
apes 4 


T-4 


-16,692- 


"sterile, was the lack of continuity in 
Persomntl and the lack of co-ordination 
between the different departments of the 
Provinegial Secretary, Lands and Mines, 
Trade and Industry, Boerd of Public Utility 
Commissions, and the Attorney General's 


De ba rtment. 


"This resulted from the fact that co-ordination 
of effort or policies was impossible 4S no one 
was being treined and placed in charge to handle 
his Department's interest in the industry as a 
whole and in relation to other government 


dsépartments. 


"Under these conditions each company took all 
it could get, intrenched itself as much as 
conditions would permit and now to straighten 
out the whole situation, so as to properly 
safeguard the public's interest as well as 
give equiteble treatment tu all scetions of 
the industry, will recuire the patient and 
continued efforts of both a competent body 
of government representatives and the best 


brains of the industry, both major and 


independent. 


'|o5 conserve the large crude oil deposits 
that the Government has boen instrumental 
in bringing into production, enhance its 
value to the country as a whole, we must 


seek to stabilize the production of crude 
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"oil to actual requirements, stabilize the 
refining and marketing snd of the business 
by reasonable regula tions adopted by the 
industry itself, supervised and policed by 
a Government agency with the power to enforce 
compliance to protect the public against 


monopoly and wasteful trade practices. 


"The profiteble branches of the industry, are 
the production and pipe line, producing over 
half of all the profits of the industry and 
these by their very nature control the other 
branches of tne industry and all their problems 
are not amenable to solution through self- 
rogulation by the industry, and experisnee has 
demonstrated require Government regulation, 
but even in this phase better and more equitable 
Solutions will be found by co-operation within 
the industry with Government senetion as 
production of erude oil must be limited to 
actual demand if prices for crude and the 
finished products are to be maintained at economic 
prices to the industry, the government and the 
‘consuming public." 

Now here I am at variance 


with what I have expressed before, because at this time I 
was obSessed with the idea that I should not be called 
upon to pay more for my crude than the other fellow, and 
‘a Pee thet the market was in the open and the posted 


price was so no one could buy it for less that I would 


be protected. But I have since seen the failacy of that 
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viewpoint because it just meant I was tying myself to a 
system that was rigid and just meant I was just plahing 
into the hands of the philosophy expressed by eertain 
interests in the industry that want absolute rigid 
control of prices. 

"The alternative is wasteful OVer-production, 
ruinous prices for crude oil and refined 
products, loss of omployment to thousands of 
workers, loss of revenue to the Government, 
ruin to the industry with no benefit to the 


general public," 


In other words, I had 
been sold on the general industrial idea but since that 
time I have spoken to a number of men competent in the 


business and reviewed the situetion thoroughly and have 


come to the conclusion that it could still be done without 


creating waste but not necessarily with the primary purpose 


Of fixing prices. 
of policy. 
"After studying all the different aspects 
of the industry in Alberta and basing it on 
my knowledge of the business in Alberta since 
1920, I have coneludea that to lay proper and 
orderly foundations for a rational oil industry 
in Alberta, a body of men, let us ee ll it. 2 
Conservation Board should be assembled by tho 
industry consisting of a producing division, 
comprised of one man from the major producers 
and one man from the indepandent producers; 
a refinery division comprising one major and 


one independent refiner representative; a 


Because that is the result of that kind 
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"marketing division comprising one major and 
one independent representative; a division 
LOY “Dine line, railroad and truck trensport, 
comprising one major and one independent 
representétive. These eight men would, with 
the Government appointing a chairman, constitute 
the Conservation Board, and act between the 
Government and the industry, and would be able 
to handle with competence, any questions or 
problems of policy or taxation which either 
the industry or the Government submitted tn 
ite This board would act as a cushion between 
the Government, the industry and the public 
and soften any shock of taxation or drastic 


regula tion if it became necessary." 


In conservation gnd 
pro-ration drastic regulation is necessary because 
you are trying to hold down production to a given figure 
and you necd the assistance of the industry, or you need 
a big interest in the industry.which can clamp down and 
say "This is the vay it is going to be done." If you 
divoree pro-ration from conservation, stringent regula tions 
are not in ordor because they must have the co-operation 


of the industry if they are going to be enforced. 


THe CHAIRMAN: You say there should be 


no pro-ration at ajl, at least limited only by the maximum 


or minimum fixed as the proper measure of engineering 


efficiency? 
WR. PLOTXINS: That is right. 
THE CHAIRMAN: You say if a well may, 
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without harm to itself or harm to the field as a whole, 
produce so much in a given day it is in order that that 


well shovld be alloweé to produce it. 


MR. PLOTKINS: That is right. 
THE CHAIRMAN: Regardless of the market's 


needs of that day? 

MR. PLOTKINS: Well, the market need is 
a relative figure. 

THE CHAIRMAN: Well, the known marketing 
requirements. Y6u might find some other market,that is 
true. I recognize that. 

MR. PLOTKINS: That is right. 

THE CHAIRMAN: I understand that point. 
Iam just repeating it for the sake of clarity. 

MR. PLOTKINS: I do not want to repeat 
it. But here I want to express in a very short paragraph, 
I want to show that the industry, when they talk of pro- 
ration they mean price fixing. Here is Mr. 4xtell J. 
Byles, the President of the American Petroleum Institute, 
and I think he is also Beber Tene of one of the Standard 

O11 Sompanies but I do not remember which one. 

Nov he deals with the 
situation. This address is :dated Stevens Hotel, Chicago, 
Illinois, November lo, 1938. He deals with the general 
questions and then there are two or three paragraphs I 
am going to read in connection with pro-ra tion. 

"Bny economist will admit that the nearer an 
even production rate is attained throughout 
the year, the better. This not only is 
economically sound, but it is true from the 


standpoint of conservation and from the stana- 
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"point of everyone engsged in the industry 
whether he be wage earner, producer, trans- 
porter, refiner, or marketer, and for the 
consumer himself. Violent fluctuations in 
any industry are not in the interests of 


anyone," 
Then he says:- 


"At this point the question may properly ite 

aSked as to what effect the perfection of 
conservation control by the petroleum 

procucing states will have upon the non- 

producing states, or, to broaden the question, 

What effect upon the consumer who, by the way, 

Many times outnumbers tne produeer even in the 
petroleum states themselves. Is it not reason- 
able to believe that state conservation authorities, 
even were they so minded, could not politically 
survive if they abused their powers to the 
detriment of the consumers within their own states? 
This insures equal protection to the consumers 
outside the borders of those stotes. Finally, 

the federal governuent, through its power to 
control imports, has power to prevent price 


abuses of conservation practices." 


Now I am not going to 


read any more because I would like the Commission to read 


this. He develops the thesis that conservation is absolute 


price control, that insures prices control. He feels it may 
be abused and the result is tht it nocds-co-opircttion between 
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government ahd the indlistry to see that the priges do not 

gu too high. So that that is another argument against 

pro-ration, if we take the Alberta situation into consideration. 
"Any problem of any one division of the industry 
cannot be finally and equitably dealt with by 
that division alone as questions of policy 
affecting any one division, in the final analysis 
affect all the other divisions, and when taken 
up by such a board as proposed horc, would after 
being reviewed by the division affected, be 
presented to the whole board, representing all 
the divisions of the industry and with the 
chairman representing the Government and the 
public, any policy decided on would in all 
likelihood be workable and cquitabl:c to all 
concerned." 

Now I am only dealing 


with broad guestions of policy and not ho to run a pump. 


"The government fer its part would have each 
department coneerned, Lands and Mines, Board 
of Publie Utilities, Provincial Seeretiry, 
Trade and Industry and the Attorney General's 
Department esch appoint ome man selectvud for 
his knowledge of the industry as it ¢oneerns 

the department he represents, at the start, and 

to train Alborta men you may have to bring in 
men from the United States and the Bast who 
technically trained and have worked in 


are 


the particular branch of the business that each 


department is primarily concerned with, but they 
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"must have a working Knowlodge of the whole 
industry so that they can represent their 
department either in dealings with the Conser- 
vatiion Board or with other Government depart- 


ments or industrial interests." 


It occurs to me at this 
point I should state the reason I wrote that is Mr. Ma nning 
assured mo that his department was going to have something 
to say, that is the gcvernment or the department, in having 
some thing to sey about the oil business. I had not been able 
to sell. thom on the idea of staying out from regulating 
the oil business so I naturally spent my time and eomposéd 
this bricf and it was with a view that if we could not get 
the Sovernment to keep out of the sconomics of the situaticn 
at least we wanted to soften tne shcek by having a connecting 
link of properly trained men in seach department of the 
government with which we were called upon to deal. 

Mk. COMMISSIONER LIPSBPT: Was that distinct 

from the other Boird that you were suggesting, that the 
producing division and the refining division and the 
transportation divisioONneec..-o- 

MR. PLOTKINS: hat other board? 

MR. COMIISSIOKER LIPSETT: You were suggesting 
another body? 

MR. PLOTKIN: & little while ago. 
That is since then because I found y otter machinery in 
rnmont than even this to deal with our industrial 


the gove 


situation. This is the connecting link between the govern- 


ment leeisiation-in matters of taxation, because after all 
g 1 


my experience with the government is they are not concerned 
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about economics. On the average it is revenue they are 
looking for. 

THE CHAIRMAN: well do you think the 
time has come in the world when governments must concern 
themselves with matters cf economy? 

Me PLOTKINS: Yes, they have to for 
this reeson that the rate of taxation has now reached such 
heights that they have got to weigh public ability to pay 
it, and thet is why I am proposing in hore that they at 
jeast inform themselves as to our ability to pay end our 
ability to carry out their instructions. If taxes were 
reasonably low governments should not concern themselves 
with economic matters. But when they get to be 25 or 30% 
of the income and business is so balanced that another 5% 
increase in taxes might dislocate everything, then it is 
the concern of governments, for their own protection and 
to prevent economic disruption to inform themselves fully 
as to the situstion before they impose any new taxos. f 
am not saying it in a cynical way that the government is 
only coneerned with revenue, because after all that is all 
they are coneernoé in primarily is to get revenue to run 
the government, to administer the government. But because 
of the scale of the operations of government nowadays, 
they have had to go into every phase of industry and 
economics in order to ferret out nev  sSourees of revenue 
and everything is weighed in that one light, how much 
additional revenus can we get out cf ite 


MRL COMMISSION & LIPSHTT: Is that quite eorreet 


or an exhaustive statement? ire they not eoncernec 
primarily with giving efficient government in all its 


branches and secondly,and necessarily with raising finances 
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to do thet» They do not exist for the purpose of getting 
finances. They exist for the purpose of giving good 
government and they have got to get finances to do that. 
But that is the secondary objective. 

MR. PLOTKItUS: That is right, but in 
the process of giving good government because of the public 
clamor for more and moro serviees and more and more paternalism, 
the government is foreed to find more sourees of revenue 
and they gst to the point where they have to look for more 
and more weys of getting revenue. Iam not imputing they 
are just looking for moneye I realize they have to give 
just as good government as they can. 

THE CHAIRMAN: You say the idea you are 
now expressing was supplanted in your own mind and covered 
by a later letter? 

MR. PLOTKINS: YoesSe 

TH CHAIRMAN: whet is the date of the 
later letter so I may have the two associated? 

MR. PLOTKINS: It is really not sup- 
planting it. It is in addition to this because this is 

for the purpose of each department finding out what is 


going on in the oil business. 


THE CHAIRMAN: ell varying it then? 


MR. PLOTKINS: Ane the other is to take 


eare of these trade practices that secmed to loom so large? 


THs CHAIRMAN: What are the two letters, 
just the dates? 


VR PLOTK INS : Mareh 28th, 1939, a 


Lette: addressed to Mr. “is D. King, Deputy Minister of 
Trade and Industry. 


THE CHAIRMAN: And this one is? 
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Ma. PLOTKINS:; January luth, 1938. 
THE CHAIRMAN: As I understand you, 


you say these two letters should be read together? 
MR. PLOTKINS: YesSe 
THE CHAIRMAN: And insofar as they 
are contradictory one of the other, thon the later one is 
to be accepted as your present view? 
MR. PLOTKINS: Insofar as the production 
end of it is concerned. I have expressed opinions on 
production now that are at variance vith those expressed in 
this letter. 
THE CHAIRMAN: Yes. 
Ma. PLOTK ING: "As thore will be many 
problems to sottle, regarding regulation of production, 
pipeline and Railroac rates, marketing policies and methods 
of taxation in all the complexity of the multitude of 
interests concerned and to protect the residents of the 
province against monopoly and exploitation by the major 
companies I feel thet some definite planning should be 
done by the Alberta Government to promote the orderly 
development of Alberta oil and gas resources and no time 
should be lost to create the necessary machinery and to 
enlist all the assistance possible in this work." 

You notices I say for 
the development of Alberta oil and gss resources, because 
I express in this letter that over half the profits of 
the industry are derived from production and pipe line, 
and I also express the axiom that whoever controls oil 


and pipe line controls the business. Because that is 


true of this country, and it is true all over the world. 
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here by some authority and I ‘notice that the refining 
capacity and the crude capacity owned by the different 
interests are pretty well in balance. Sc that the genoral 
theory that I work on is that the averages major company 
controls, owns outright or eontrols just about the amount 

of crude that it consumes. It is true in general. It may 
on paper show that they only do this and only do that, but 
when you take the industry as a whole, and after all this 
Commission has learned that the industry works 7n averages, 
and net backs, and the effect of the local situation does 
not in consequence reflect materially in the whole situation, 
so that the maxim must be accepted that the major units of 
the oil industry see to it that they own all the crude that 
they need, whether directly or indirectly; whether through 
their subsidiaries or somebody else's subsidiaries that they 
are associated with; or control it in some shape or eee f 
Why? Because that is the wey industry works and it is the 
cnly way it can contro] its own business. So why I was 
expressing the opinion there was for the gcvernment to set 
leasing regulations; whether it is wise and desirable 
to throw out a lot of lands to be developed; whether the 
present method of allowing companies to develop it is in 
the best public interest and so forth. Now during the 
course of this Inguiry, I had one or two operators, two 
that the system of recording 


operators, complain to me 


of titles of oil lands was defective. The result of the 


present system was to thray @louds on the title and to 


j ani i more or less block small 
permit large organizations to more or le ma 


operators i@ll now, I do not know whether thst is true 


or not. But I assume thet if there is no study wade of 


the situation and if it is more or less haphazard in its 
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growth that the oncs that woulda benefit most from such a 
Situation would be the bigger organizations. And that is 
What I had in mind, In other words, while I do not 
believe in planned economy from the Standpoint of industry, 
being imposed by the government, I do believe in the 
government's planning in the public interest, in respect 
especi: lly to publie lands and public minerals. Because 
as I say it depends on the manner in which these minerals 
are available tc the industry what the result will be on 
the public. And tle result is there should be a study 
mede by the authorities, because it will have a serious 
effect in the ycars to come as to whether we retain as 
Canadians these industries and these resources or whether 


they are owned Somewhere else. 


"IT q start in ersating the necessary admin- 
istrative machine is made now two or three 
years should sce Alberta with a model oil 
administration, thet wi.l react to the public 
benefit as it is my opinion that if the prcsont 
known oil resourees are wisely administered 
and conserved for the use and benefit of 
Alberta citizens that the industry will 
enormously inerease the wealth and well- 
being of Alberta." 

Respectfully submitted, 
Le le Plotkins. " 

"pS, I wish to point ont that where in 

this memorandum I appear to critize the 

actions of the Government or the major 

IT must admit that they acted 


companies, 


only as other normal humans could act, 
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"human nature being whet it is and the actions 
are only brought out tc elearly state the facts 


as I see them." 


Now that was as a result, 
as I say, of an interview with, or several interviews with 
the Minister of Trade and Industry, and because of the 
Continuous shock between one department or anothor of the 
Government with our Company. At one time it would be this 
thing and the nex. time it would be sumething else. There 
seemed to be no planned, no co-ordinated effort to get 
someone up in Hdmonton to understand our problems and to 
deal with those sympathetically in the light of the knowledge. 
So the result was I took the trouble to see Mr.Manning and 
to tell himwhat our grievances were, and he said "Now 
let me know about it in writing" and that was the result. 

Now as a result of 
other stocks and other trouble with the department, because 
of their endeavour to impose regulations or rules that 
were disruptive of our operations and our ability to 
Compete, I made a further study and this time met with 
the othcr comvanies. I met with the managers of all the 
operating companies in Alberte, and after digesting the 
various problems and taking a little time to go into 
fie, entered into the followimg correspondence and 


made the following suggestions with the results that will 


bs seen. 
March 28th, 1939. 


" ti 


Mr. W. D. King, . HE 
Deputy Minister of Trede & Industry, 


EDMONTON, Alberta. 


Dear Sir: 


Further to my conversation with you and the 
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"Honourable E. @. Manning, I have given-the matter referred 
to in our letter of sarch 13th further time and econsid- 
eration anc I have interviewed Mr. Stevens of Imperial Oil 
Limited; Mr. Meltabarger of the Texas Company of Canada 
Limited; Mr. Boyd of the British American Oil Company; Mr. 
Jones, Gas & Oil Products Limited; and Mr. McKenzie of the 
Great West Distributors; as well as advising Mr. MeMahon 
through his local manager, and I find that those seven 


men are Willing to act on the proposed oil industry board." 


Now I did diseuss that 
with Mr King and Mr. Manning at the joint meeting and 
they had agreed on the principle and they asked me to go 
out ard seo if I could get the consent of the men to act 


on this board so that they would take it into consideration. 


y My suggestion is thet from these seven iir. 
Stevens, Mr. Meltabarger, Mr. Jones, Mr. MacKenzie and 
myself constitute a board of five to draw up a schedulo 
of business practiees on the preliminary organization 
we have in mind. These five would represent a balanced 
eross section of both the independent and the major 
company interests and are acceptable to the other eompaniese. 
If any further legislation is required to carry 


out the proposal we have under consideration, I suggest 


that this be enacted now that the House is in session." 


The reason I said that 


Mir. Manning expressed the opinion that he did not think they 


could carry on under the present legislation of the Board 
of Industrial Relations, it would have to be amended to 


take care of it. 
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n It is my intention to be in BRdmonton within 


the next two or three days and I will then go into 


further details in this matter." 


Self Control for the Alberta 


Oil Industry. ri 


” Under government supervision and statutory 

regulations, it is proposed to psrmit the Alberta 

Oil marketing industry to nominate a committee of 

five members acceptable to the Department of Trade 

and Commoree who will undertake the duty of formul- 

ating a schedule of fair trade practices covering 

the distribution in tank cars, tank trucks, drums 

and at retail of petroleum products in the Province 

of Alberta." 

This docs not mean that 

I agree to this, but tho situation was such that the 
government insisted they were going to carry out the 
present regulations and if they were going to do that 
then I wanted it done in what I felt was the best manner 
possible to reduce the shoeck,because I do not believe in 
this. The only thing I have done is assisted the government 


in making some workable solution. 


aN Such schedule is to have for its purposes the 


anactments 
dis The ereation of standards of qiality, etec., of 
a set of trade and business practices conducive 
to giving the consuming public quality products 
and services at fair and equitable prices that 


will effectively inereasc purchasing power both 


to the consumer and to the individuals and 
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companies engaged in oil production, refining, 
and the distribution either as owners or 


employees. 


The sehedule should at the beginning cover 
only such practices as the industry can 
generally agree on lesving for furthor study 
and latcr application the more controversial 
and complicated practices now being indulged 
in on whieh there is general agreement as to 
the desirability of eliminating them, but on 
which means and methods are not now possible 


of agreement. 


Having written such a schedule, this would bea 
referred to the Minister of Trade and Commerce 
for preliminary approval and then submitted to 
a general meeting of licensed distributors and 
dealers and the whole industry for review and 
approval, such schedule to be reviewed clause 
by clause altered or added to by a two-thirds 
vote of the qualified members present. The 
final schedule when approved by the trade would 
be referred baek for final approval to the 


Minister of Trade and Commerce for registration 


and enactment. 


Gemee chadn of ten or ene lieensed wholesalers 
or retailers, as the case may be, or by vote 
of a majority of the schedule committee. Any 
section of the schedule of practices could be 


reviewed, altered, or eliminated; or new 
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"Sodtions added ahd suck changes br additions 
es i : 


would be handled in the same manner as the 


Original schedule was reviewed and approved. 


It is suggested that as the Department has in 
Successful operation administrs tive machinery 
under the Industrial Standards Act, thet their 
experience be utilized to adapt their methods 
in creating the proper administrative machinery 
to govern the proposed administration of 

trade practices to govern the distribution of 


petroleum products in Alberta. 


It is suggested that this board be composed of 
five members, two representing the major distri- 
buting companies, two the independent distrie 


dutars, and the four choose a chairman. 


The secretary of the board to be an official or 
Jnspector of the department of Trade and Industry, 
who will be custodian of the record of proceedings 


and will act as liaison between the minister and 


the board. 


The first board to be from a slate nominated 
by the Department of Trade and Industry and two 


members retired annually and new ones elected. 


The board being composed of competent experienced 
marketers of petroleum products will be at the 
disposal of the Department of Trade and Industry 
as an advisory committee and for the study of any 


problems of mutual eoncern to the government and 
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"tho industry. 


As the code of practices it is proposed to 
‘enact and ma ke legal ana will have been 

- volunatarily accepted by a majority of the 
industry, and as infractions will be reviewed 
by a board of experienced tradesmen under 
Statutory conditions, its enforcement shculd 


not present any difficulties. 


Prosecutions, if necessary, woulld be made Ly 
the seeretary of the board on the recommendation 
of a majority of the board after approval of 


the Minister of Trade and Industry." 


In other words, not start 
and prosecute everybody for the least little infraction, 
put exhaust every other means to conciliate or change the 


Situation. 


(Go to Page 16,711) 
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1 Lei Oey wale 
"Suggested Kules: The creation of standards of 
“quality and the prevention of substitution. 
"Posting Of actual prices and conditions of 
"sale, minimum prices, coat of products at 
"point of delivery plus actual cost of overhead 
"plus a minimum profit of 5%." 

That is to stop some of 
these conditions but I do not think that is legal but 
Still they want that at the present time. It i8 the law 
of the land that you cannot sell anything unless you get 
a profit. Well who ia going to determine that? We have 

no machinery except the biased opinion of whoever might 
be investigating. If he knows enough about it he might 
express an opinion. If he does not, well he just comes to 
some false cunclusion but nevertheless he comes to some 
conclusion. 
"Conditions of sale: 
“Price Structures. 
"The Code should aim to a minimum of regulation 
"end cover principles only, permit a fair return 
"on the investment as well as decent wages to 
"employees; should state what is unfair trade 
"practice below cost selling. act as a clearing 
"house for complaintsof infraction. 


"realignment of differentials based on Calgary 


"Shipments by rail or truck." 
| That has since beer done, 


because the railway rates, they came down and that has 


taken care of itself and here 16 another case where a 


ve 
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disagreement, a maladjustment, lasted for three years. 
The railway was not ready to z1ake the adjustment, ana 
the companies did not feel like taking it out of their 
pocket, so they had to wait until the railway got good 


and ready. Well it came. It took three years but it 


did not disrups anything» Otherwise it would have dip- 


rupted tlie industry because any Government attempting to 
change something suddenly, passes it right down to the 
jast man on the street, right through. 
"Pump equipment loans or sale". 
I am interjecting all the 

items that we agreed on, and there are quite a few of them. 

iiow it shows that there are 
quite a lot of questions to deal with and if we are going 
to try and straighten out all these practices which we 
complain of, it is going to require at least five men all 
their time and I do not know if they could do it, so ail 
they can do is to bring the men togehher, suggest remedies 
and the only way that remedies can be suggested is to 
first find out the facts, that is to find out hew nany 
pumps are being loaned, what it is costing, how much re+ 
bate is being given, what does it cost» Now that can all 
be done by the Government getting statistics from the 
companies. We heave a good basis of it nows We have had 
a good jot of it done and if we continue to submit the 
same information to the Alberta Government and that is 
tabulated and coded and made available to us s0 that we 


know on an average what is obtained for crude, what it is 


coeting us on an average to refine, what it costs us to 


dis ‘ribute, what are the wasteful practices and what all 
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these costs are, the managers and executives of each 
company will, of their own volition, without any com= 
pulsion, adopt the method which will tend to eliminate 
them and they will go just as far and will accomplish 
just as much and as quickly as any Board that you could 
name, because this Board could not do it over-night: It 
is going to have to take times It is going to have to 
sell the ideay and they will have a dickens of a bite be- 
Cause there is no information available and if we have 
the information just the same, as for instance, just a 
few days ago as a result of six months' work and as a 
result of some statistics I was able to obtain from the 
Canadian National Rkailways, its economic department, I 
discovered in the tigures which I am now tabulating that 
our trucks are costing us considerably more than I 
figured. We did not have the figures, but now that I know 
that certain phases of the operation are too costly in 
relation to somebody else's, I am going to apply some 
remedy but until I got the information,-I might have an 
idea I couldn't do anything about it and another thing I 
couldn't even sell my men on the desirability of oDtain- 
ing it, but once I had the information and 1 showed it to 
them they could not but accept the situation and say “ell 
Yes Ta aoe it, we are going to have to do that", but before 


they just said "Why that is sone of his own ideas, he is 
trying to cut wages", or “He is trying te do this", or "try- 


ing to do that". As long as I am thinking the other fellow 


4s giving away his shirt, I am going to try and duplicate 


4t but if I have reliable information that I know on the 
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average he is not,-and it is the average which counts, the 
individual situation I will meet,-then I am going to 
restrain our salesmen fron Coming along and telling me 


that the Imperial is prepared to do that and we have to do 


this in order to get the businoss and it Will take care of 


itself just the same as today I vrefuse to accept the 
statements of ny salesmen as to what sone other company is 
doing. I say "Here is our situation, here is as far as we 
will go because that is all we have to work on and if you 
eannot sell on that basis, don't sell", because that is not 
the way that the average major company does, they do have 
Limits, Ae do hive limits, but they do go as far as they 
can to convince their head effice it is necessary to go 
and they always have the added weapon, especially in the 
ease of the Imperial, where if they are losing position, 
the executive is more inclined to yield more and more cone 
cessions to retain the position but again the Imperial is 
no worse and no better than anybody else and if the infor- 
mation is available to them, and although they are better 


situated to get information, still they do not always have reli-~ 


Then E think a lot of these trade 


practices which we are complaining of and which are not 
desirable will not be entirely eliminated but they will be 
minimized to the point where they will not have any effect 
on the business as a whole and that is all we are asking. 


48 a matter of fact we are not going to eliminate every 


maladjustment» We are not going to eliminate all these 


because it is a question of the viewpoint with some in- 


j fai gee man m 
I may consider it unfair and another ma ay 


dividuals. 
Now so long as it 


think it is quite the fair thing to dO. 
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ee Ov Gisrupt to any extent the business, we have £0 
suffer fur it, we have to suffer with it, because it ia 
ghe least evil. 

Now then as a result of 
this correspondence hr. King wrote me On Apeal 17 en, 
O67 : 

"Dear Mr. Plotkins: 
a It has been suggested ' 
This is a copy apparently of a letter that he sent to all 
the companies,' 
nt It has been suggested by 
"one of the oil operators in the Province, that it 
"would be desirable to have a committee established, 
"representative of the different groups interested 
"in fuel oil distribution in Alberta. The proposed 
“function of this committee would be to assist the 
“department in reviewing present fuel oil regulations, 
"t> recommend such others as might be found desir~ 
“oble and thereafter to act as an advisory nd 
"regulatory body to promote proper observance of 
“Nestablishei regulations by alk coneerned. 
" Tt woul@ be appreciated if 
"vou would be good enough to advise the views of 
"your organization on this proposal and, if approved, 


Tos to whether or not you would be prepared to act 


Non such a committee- Other suggestions will, of 


"course, be welcome as the department is most de-~ 
“sirous of establishing proper distribution practices 


"in Alberta and will be glad to have your co-operation 


" nerein.- 
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rt 
In addition to yourself, 


"the gentlemen noted hereunder have been suggested 
"as those from among whon the propcsed committee 
"might be chosen. We hav. written to each a letter 
"Similar to this. 

" Your early attention will 


"be appreciated. 


‘ Yours faithfully, 
ie WeDoKing, 
" Deputy iwinister of Trade and 


Industries. tt 


wLth copies to Mredes Re 
Stevens, Imperial O11 Limited; Mr. C. D. Meltabarger, 
Texas Company, Limited; iir. G. A. MacKenzie, Great West 
Distributors, Limited; Mr. L. I- We Boyd, British American 
Oil Company; Mr. W. He. Jones, Gas and O11 Products, Limited, 
and. Mr. liart licMahon, Artic Oil sales, Limited. 

Now the winister and the 
Deputy Minister in principle have accepted these views: and 
the ouly zeason that it has not been proceeaed with, L 
believe, is that this commission was sitting and after a 
final review apparently they deciied maybe it was better 


to wait,-which is probably wise,~but the fact was that we 


wore doing something, not because I was doing this work, 


not because I believed in it, but because of the pro- 
secution and the influence that our method of'doing bus- 


iness, and I figured that as a renedy, I suggested as a 


remedy a better way of nandling these regulations.. 


Now I have a remark: here [ 


want to comment on. I say here my opinion is that eventually 
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pro~ration will be outlawed. The aim of the anti- 
combinations Act as well as the Sherman Act in the United 
States is to prevent the situations arising which result 
in price fixing because that is the only way that it 
affects the public interests; anything which is done is 
expressed in price and pro-ration, as you will read,the 
best brains of the industry have concluded,is the ideal 
method of setting the price on cnude and thereby setting 
the price of the finished producte. 

Now when the Governzrie nt 
recognizes that, the Governnent of Candda or the Govern~ 
ment of the United states and I think they are beginning to 
pee it, although in the United States international con~ 
siderations are affecting that situation,-it may rot here, 
although we will suffer in dollars and cents,-but when it 
is recognized here that that is the effect of that leg- 
isla tion or that philosophy, then it will be outlawed the 


same as any other situation that affects prices, if 


permitted to exist. I mean it is unlawful for two or three 
or any body of men or any organizations to get together 
and start #6 ras ce prises or set conditions of sale, why, 


because then we can just steel from the public. 


(Page 16,718-) follows) 
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In other words, you are taking something you are not 
entitled to and when you take into consideration and if 


the effect of it is to actually fix prices then it is 


unlawful, even if it has not been recognized as cuch as yet. 


THE CHaIRMAN : Well, it would be interesting tc 
have that explored. I think we will rise. 
MR. PLOTKINS: fT am through, if you will permit 


me a few minutes more. 

THE CHAIRMAN: Very good. But before you 
leave that, Mr. Plotkins, will you just elaborate that and 
Show us how yeu reason that pro-ration, as we have it in 
Mevertva, 1S price fixing? 

MR. PLOTKINS: I would have to take that pamphlet 
that I handed to you and read out the comment on it, because 
I think that Mr. Byles makes out the case preity plain. 

You canferretit out for yourself. 

TH? CHAIRMAN: You said before he expresses that 
theory in here and you adopt his views. 

MR. PIOTKINS: I adopt his view although I am 
in disagreement with him on some points. He advocates pro- 
ration. Mr. Byles is an advocate of pro-ration. 

THE CHATRMAN: You adopt his views insofar ag 
they serve to show that pro-ration is tantamount to price 
fixing? 

I do not adopt his views 


MR. PLOTKINS: Yes. 


as to the practice of pro-ration. He. APOREAS 28, a. eae 


who believes in pro-ration and also is honest enough to say 


what it means. 


MR. COMMISSIONER LIPSETT: That is pro-ration to market as 


? 
distinet from conservation then‘ 


MR. PLOTKINS: Yes, because I only want to say 
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Pus Flotkins. 
this and I am through as far ag conservation is concerned, 
that we all want to figure out a Scheme of making more 
money wi th the least effort. Pro-ration is the ideal 
method of limiting production to actual demand and if it 
is in the hands of the strong companies they can create a 
condition that will effectively give them the power to 
set the price. It is true we are in competition within 
competitive limits but when they are all agreed on the 
principle they can also agree as to the value of crude and 
as to the amount of money that can be derived from the 
publie that wants to buy it. 

Now, I want to turn over to the 
Cormission a number of articles that expound some of these 
views in detail, that deal with some of these principles, 
and especially an article in the "Saturday Evening Post" - 
probably the only one I should burden the Commission with. 
It is called "The american Revolution, 1939", by Rose 
Wildar Lane. There is a quarter page of it that is 
relevant. The rest of it is just the background to make 
those portions that I would like the Commission to read 
intelligible. But they do cover the situation thoroughly 
and this writer expresses the opinion in one Santence here, 
or in one paragraph, that is the sum and substance of argument. 
"He observes that in its brief time the American society, 


independently of government , has destroyea innumerable 


monopolies, whereas those monopolies taken over by government 
‘ 


are preserved in restraint of progress. He knows that 


government protects every monopoly in samerican today, and 


that nothing but governmental protection keeps a free society 


from destroying any monopoly that ceases to serve a good 


social purpose." 
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That expresses pretty well what 
I have to say about. Government legislation, because it is 
a fact that privilege can only exist through Government 
legislation or Government assistance, and there is no privilege 
if everybody is able to have the Opportunity to go and do 
what he wants to do in relation one to the other. So that 
if we find the condition where somebody has got something 
the other fellow cannot get there must be some reason for it 
and that reason usually is because that particular prt of 
the industry has found ways and means of getting privileges, 
whether it is expressed through this legislation or that 
legislation or whether it is expressed by general conditiong 
that the Government has created, it nevertheless results 
in giving them privileges that are not available to the 
average man, with the result that they tend towards monepoly 
and the only way te prevent monopoly is to see that the 
conditions do not exXist. And that is all I ask for in 
Closing. I am asking - I am not complaining, I want to repeat 
as to the treatment that other cempanies have given me. 
I. did make a lot of fuss about what they are doing. Why? 
Not because I object but because I wanted to show that they 
are the result of legislation, in my opinion, and that I 
was denied the opvortunities that they enjoyed, and in the 
final analysis all I am asking the Commission to consider 
is thet if what I say is true that we are, the individual in 
and the small company in Alberta is at a disadvantage 
Not becuase they have more capital or 


because of the law 


more brains. I 2xpéct no protection on that and I am not 


asking for it. But because of the law or because af the 


situations that have been created by the law then I ask them 
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L. L. Plotkins. Sek oe 

to recommend that such laws or such situations ve eliminated. 
That is all I have to ask ana I thank you for the attention 
and the courtesy you have shown me in letting me express my 
case. 

MR. HARVIS: I have a statement in reply to 
the question of the Chairman with respect to the interest 

of my company in Service Station Equipment Company. 

MR. FRAWLEY: I was going to speak about that 
but I will be glad to-hear you first. 

MR. HARVIE: — I just wish to make the statement 
that British american 0il Company Limited is not in any way 
interested to any extent, directly or indirectly, in any 
Service Station Equipment Company. 

MR. FRAWLEY: I was going to question that, 
while Mr, Plotkins is still here. Before asking my friend 
Mr. Harvie or Mr. Nolan - I intend to ask them to obtain by 
wire from the East the information - and I want to be clear 
as to how far I am to go in asking this information. I 

can ask whether their companies are directly or indirectly, 
either through their parent company or through themselves, 
interested in any company engaged in the wanufacture or 

sale of service station equipment, pumps or otherwise, and 
stop there. Or should I find out if the oil companies, 
which I understood was the gist of Mr. Plotkins' complaint 
this morning, that the oil companies are engaged in the sale of 
service station equipment on long terms - I think 5-year 
terms - whereas the equipment companies themselves offer no 


Such terms at all but probably offer the ordinary business- 


like terms of 50 days or 90 days to him. That is what 


coneerns me. Then I would like, if it is not too wide of the 


mark. to know whether Mr. Plotkins advocates or does not 
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Be. Plo tkins. 
advocate the business of the oil companies engaging in the 
Sale of service station equipment on long terms; or if he 
would like to have that abolished or not. Iam not clear 
about the effect of this service statior thing and before 
IT ask my friends for any information I would like to be 


Parte clear about it. 


MR. PIOTKINS: In, the first) place, Wewemt ts 
make a remark in reply to Mr. Harvie. It just happens that 


in 1926 I was in Toronto and worked for the National Meter 
Company of New York in perfecting a certain patent 

in respect to meters for distributing gasoline. At that 
time I was intwnoduced to Mr. King, who was then Manager, 
and I understand is still Manager of Service Statim 
Equipment Company,and they were considering manufacturing 
meter pumps. In those days the Demrtment of Weights and 
Measures in Ottawa objected to meters and it was a question 
of selling them. So anyway, as a result of my work down 
there, we finally succeeded in showing the Department of 
Yeights and Measures that it was possible to construct a 
meter that would meesure the oil. In the course of my 
sojourn in Toronto and subsequently in the course of my 
investigations and in the course of conversations with 
officials, I was told that Mr. Bllsworth, the President of 
the British American Company, had the controlling interest - 
personally possibly, y do not know - I am not saying, and 

I mean I was not in a position to say the British American 


as a company, but Mr. Ellsworth, the President of British 


“american and I understood ani I am still of that opinion 
ss > 


because I heve had that given to m very lately, that Mr. 


Ellsworth holds the controlling interest, directly or 
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indirectly, in Service Station Equipment Company. Now, 
there are two Service Station Bacio at companies. [ 
understand the original one was started in 1922 or 1923. 

It was very smali,when I was in Toronto in 1926 it was 
still a comparatively small concern. Since then it has 
grown into big proportions. But I know that I was told and 
I believe that Mr. Ellsworth was and is the President and 
controls the company, through his associates or. directly. 
Now, the question whether they control the company directly 
Or indirectly, or at all, is only relative. I do know that 
as a matter of fact the principle, as a matter af good 
business, no company that attains any size, will very long 
endure paying tribute to another company for its vital 


necessity. And equipment in the past and to-day yet is 


‘a vital necessity to the whole industry. So that we have 


not only the Service Station Equipment Company but there 

is the John Woods Company and the Toronto Iron Works Company 
and their related companics, that the British American 
ultimately in its own business needs, and they either control 
directly or indirectly so as to get the cost of these items 
of equipment down to a reasonable figure, and participate, ir 
the profits. Now, that is my information. I think it is 


easy to be ascertained. Now, the next question is whether 


this is sold on 5-year terms or Whether it is sold on c-year 


terms. I did not complain this morning. All I done was 


to state the facts and to show what the situation is and I 


did remark and still want the Commission'to understand that 


I felt that up till now, and probably not to as great an 


extent to-d@y, but surely in the past there was an incentive 
? 


in opening up new service stations and selling pumps, apart 
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from the incentive to sell gasoline. That is all. It 
still is to-day. If I wve a situation where I can make 
an extra fifteen or twenty thousand dollars, which would 
be a big sum to me in relation to my operations, on the 
side in an equipment company, I am not certainly going to 
pass up the chance to do ft. 

MR. FRAWLEY: It is a shame to extend this 
discussion, but I understand the first point, and that is 
to ascertain the relationship, if any, between the oil 
companies and the equipment companies. But I was 
interested in your statement this morning that a dealer 
cannot, in the ordinary neture of things, unless he igs 
possessed of independent means, he cannot purchase his 
equipment from the ordinary station equipment company but 
that he can very readily, and it is made easy for him to 
purchase it from the oil company. Of: course; ase 
consideration ‘he buys that company’s gasoline, which has 
the effect, to some extent, of freezing competition. f 
thought that was your concern beeause you could not get the 
gallonage from these pumps unless you had funds equal to 
the funds expended in that way by the major companies. 

I only want to Know these things, first for the Commission 
and so that I may be able to comment intelligently, if I 


am asked to comment on them, when I am talking to the 


~ Af s e 
Commission. That is why I want to be clear on what it means, 


this service station relationship. 
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MR. PLOTKINS;: It is trué that the average 
individual wanting 4 to huy @ pump only once in & thous&na 

times would go direct to the pump company. In the first place 
the pump company mekes no effort, the equipment company makes 
no offcrt, to deal with the consumer. It makes every effort 
to deal with the company. Its terms are known. Now I am 
not concorned whether the Imperial or the British American 
sells pumps on time. I have the same privilege, It is true 
it ties up business to them when they do it but it does to 


m3 when I do that so there is no complaint on my part of that 


practice. 
MR. FRAWLEY: Do you really want that to continue? 
MR. PLOTKINS: No, I do not want that to continue 


because I do not believe in investing money if I ca get out 
of it but that is there and as long as I have the same privilege 
I can destroy it if I wish and I will explain whaw I mean when 


I say “I can destroy it"; the drum situation for the last 15 


or 20 years has bothered me. I have folt thet it was unfair. 


Well, what did I do about it? Jen years ago I made up my mind 


I was not going to buy another drum. I was going to foree the 


companies I knew it would take 10 yeers, but I was going to 

force the companies to discontinue the loaning of drums and 

I know one of these days they are going to definitely decide 
to quit, - why, - because IT have been using their drums at 

their expense and I have created a condition where they are 
going to quit very quicks 
MR. FRAWL2Y: Let me she if I am getting the 
Commission's directions, Mr. Plotkins. You did direct me 
this morning to obtain from the mejor compsnies a statemmt 
with respect to the snterest of their companies, respective 
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companies, in any service station equipment company and shall 
I rest at that, shall I obtain that infomma tion? 

THE CHAIRMAN: I think so. I think the implications 
are there, they either do or they do not. 

MR. FRAWLEY: Will my friend, Mr. Nolan, be so 
kind as to not insist uvon me trying to get a letter to him 
tonight, in order that he may get his telegram away tonight. 
You understand precisely what is wanted? 

MR. NOLAN: 1 dO nots. There was a statement 
made today that my company was interested in a particular 
company of which I had never head, the Gilbert and Barker. 
MR. PLOTKINS: I am surprised, the Gilbert and 
Barker Menufacturing Company. 

MR. NOLAN: It is not in the evidense in this 
case, Gilbert and Barker, and do you want me to find out Lf 

. my Company has directly or indirectly any interest in Gilbert 


and Barker? 


MR. FRAWLEY: Or any other equipment service 


station company. 


MR. NOLAN: Doing business where? 


THE CHAIRMAN: Anywhere. 


MR. PLOTKINS: I will give that infommation from 


the same source that I gave some information some time ago, 


from the Department of State in Washington, D. C. The 


1s 


Standard Oil company of New Jersey's list of subsidiaries 


and I will have to find Gilbert and Barker. 
THE CHAT RMAN: We have all the information we 
y es 


want unless the companies want to supply more. 


MR. PLOTKINS: I can give you the degree cf 
Here it is here. The Gilbert and Barker 


the Gilbert and Barker Manuf+ 


their control. 


Pan 
Manufacturing Company 100%; 
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acturing Compeny Limited 100%, two companiés; ah american 
and @ Cenadian Compahys The Gilbert end Berker Menufacturing 
Comp any manufactures to my knowledge all types of service 


station equipment, We buy quite a bit from then. 


THE CHAT RMAN:: And that which you are reading 
from? 
MR.. PLOTKINS: : fsa print of 811) motralh, same 


all the companies that they would readily allow to give inform- 
ation: on,. supplied by the Standard Sil of New Jersey to the 
American State Department. 

MR.. FRAWLEY: Those are subsidiaries of the 
Standard@ Jil of New Jersey? 


MR. PLOTKINS:. that is right. 
MAJOR LIPSETT:; And oneof them in Canada, of 


those two menufacturing companies? 


MR. PLOTKINS: Ye Se 
MAJOR LIPSSTT:. One is a Canadian Company and 


the other is an American Company? 


MR.. PLOTKINS: YeS« 


MAJOR LIPSSTT: VManufesturing in Canada? 


MR. PLOTKINS: Yes, they manufacture in Toronto 


to be exact.. 


MR. FRAWLEY: Then I mean, I do not want to be, 


is it understood then thet we will get information about that? 


MR, NOLAN: Well what information iswanted, 
2. f P ‘e 


sir? 
THE CHAT RMAN: Oh, I do not think we want any. 
We find that the Standard © il Company of New Jersey, of 
aac your company is a subsidiary, is in the wasiness of 

supplying equipment to service stations, that which we had 
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not heard of before, 

MR. PLOTKINS: _ There is one matter in which I 
wish to make a correction there in my argumént on Page Bort 
this copy which I submitted to the reporters, there is a 
slight error in a figure and it changes one other figure. 
The figure which I have reforence to is the capital employed, 
instead of $16,616.90, I have a breakdown of it so that 

Mr. Cottle can verify it, amounting to $16,270.82 and that 
will change, that will affect the ratio probably from 617.70 
sales to 31.00 to $17.65 more $17.68, so I just wish to point 
that out so that there will be no misunderstanding, 

THs CHAIRMAN: Thank you, Mr. Plotkins. Now 


Mr. Brownlee will be ready in the morning? 


MR. FRAWLEY: Yes, 1 stall tell, him, et) 10 o'oloed, 
THE CHAIRMAN: wir. Mahaffy, I notice you have been 


here for a couple of days. I suppose it must be for a special 
purpose, do you wish to speak to this matter of the pipe line? 
MR. MAHAFFY: Well, I would just like to make a 


statement, Mr. Chairman, 1n view of the fact that the matter 


has come upe 


THP CHAIRMAN: I do not mear you should do so 


at this minute but you do wish to address us ebout that ? 


MR. MAHAFFY: I would like to, sir. 


THS CHAIRMAN: How long will that take? 


MR. MAHAFFY: Five or ten minutes. 

THRE CHAIRMAN: Well Mr. Mahaffy has been here a 
couple of days and he does not like to stay here unless he 
hes business here so perhaps it might be all right to let 


Mr. Mehaffy have his five or ten minutes the first thing in 
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the morning and then the field will be clear for Mr; Brownlee. 


MR. FRAWLEY: That is all right, 

THE CHAIRMAN: . and for Mr. Davies. 

MR. FRAWLEY: That is right, I will teal Him, 

THE CHAIRMAN: In view of the fact thet Mr. Plotkins 


was finished sooner than we expected, I see no reason for sitting 
any earlier tomorrow morning than usual, so we will adjourn 


until 10.30 o'clock, 


(The Inquiry was here adjourned to be resumed at 10.30 As Ms 


14th December, 1939.) 
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